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BEFORE THE

| LLI NOI S COMMERCE COMM SSI ON

I N THE MATTER OF: )
)
NORTH SHORE GAS COMPANY, )
) No. 11-0280
Proposed general increase in ) 11- 0281
nat ural gas rates. (Tariffs ) (Consol i dat ed)
filed February 15, 2001,) )
)
THE PEOPLES GAS LI GHT and COKE )
COMPANY, )
)
Proposed general increase in )
nat ural gas rates. (Tariffs )
filed February 15, 2011.) )
Chi cago, Illinois
August 31, 2011
Met pursuant to notice at 9:30 a.m

BEFORE:

MR. TERRANCE HI LLI ARD and MR. DOUGLAS E. KI MBREL,

Adm ni strative Law Judge.
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APPEARANCES:

ROONEY RI PPI E & RATNASWAMY,

MR. JOHN P. RATNASWAMY and

MS. CARLA SCARSELLA

350 West Hubbard Street

Suite 430

Chi cago, Illinois 60654
Appearing on behal f of

and The Peoples Gas Light

FOLEY & LARDNER, LLP, by
MR. THEODORE T. EI DUKAS
321 North Clark Street
Suite 2800

Chi cago, Illinois 60654

-and-

FOLEY & LARDNER, LLP, by
MR. BRADLEY D. JACKSON

150 East Gl man Street
M | waukee, W sconsin 53703
-and-

MS. MARY KLYASHEFF

130 East Randol ph Drive
20t h Fl oor
Chi cago, Illinois 60601

Appearing on behal f of

and The Peoples Gas Light

LLP, by

Nort h Shore Gas Company
and Coke Conpany;

Nort h Shore Gas Company
and Coke Conpany;

LAW OFFI CES OF GERARD T. FOX, by

MR. GERARD T. FOX

Two Prudential Plaza

180 North Stetson Street

Suite 3500

Chi cago, Illinois 60601
Appearing on behalf of Integrys Energy
Servi ces;
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APPEARANCES CONT' D:

MS. JULI E SODERNA

MS. CHRI STI E HI CKS

MS. KRI STI N MUNSCH

309 West Washi ngton Street

Suite 800

Chi cago, Illinois 60606
Appearing on behalf of CUB;

MR. RONALD D. JOLLY
30 North LaSalle Street
Suite 4400
Chi cago, Illinois 60602
Appearing on behalf of the City of Chicago;

MS. KAREN L. LUSSON
100 West Randol ph Drive

11t h Fl oor
Chicago, Illinois 60601
Appearing on behalf of the Illinois Attorney

General's Office;

MR. M CHAEL J. LANNON
MR. JOHN FEELEY and
MS. NI COLE T. LUCKEY
160 North LaSalle Street, Suite C-800
Chicago, Illinois 60601
Appearing on behalf of Staff;

LUEDERS, ROBERTSON & KONZEN, by

MR. ERI C ROBERTSON

MR. RYAN ROBERTSON

1939 Del mar Avenue

P.O. Box 735

Granite City, Illinois 62040
Appearing on behalf of I1EC.

SULLI VAN REPORTI NG COMPANY, by
Amy M. Spee, CSR, RPR

Carla L. Camliere, CSR

Al i sa Sawka, CSR, RPR
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W t nesses: Direct

Re-

Cross direct

Re- By
cross Exam ner

M CHAEL P. GOODMAN

360
STEVEN M. FETTER

374
LI SA J. GAST

393

363

378

396

SHEENA KNI GHT- GARLI SCH

404

DAVI D E. DI SMUKES, Ph.D

414

PAUL R. MOUL
428

M CHAEL MCNALLY
499

613

407

418

432
462
469
489

504
518

616

496
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Number For I dentification

| I EC- CNEG
#1.0&2.0

NS/ PGL

#20, 20. 1, 20. 2, 20. 3
18. 0, 18. 1N, 18. 1P18. 2P
35. 0, 35. 1N, 35. 1P35. 2P

35. 3P35. 4P
#19.0 to 19.12,36.0
#1 538
#2 551
#3&4 564
#1,2,3,5
NS
#2.0 through 2.4
#3.0, 3. 13
PGL

#2.0 through 2.4
#3.0 to 3.13

I n Evidence

362

377
395
395
395
432

621

395
432

395
432

357



10

11

12

13

14

15

16

17

18

19

20

21

22

#4.0,4.1,4. 2N corrected

4. 2P corrected,

4.3p, 13.0 through 13.5 and A

#4
#5
#6
#7
#2.0&14. 0

4. 3n,

474
483
786

EXHILBI TS
Number For I dentification
STAFF
#1 396
#28&3 399

I n Evidence

402
402
407
407
407
469
479
486
488
503
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JUDGE HI LLI ARD: Could you all raise your hand
and be sworn.

(Wtnesses sworn.)

JUDGE HI LLI ARD: On behalf of the Illinois
Commerce Comm ssion, | call Docket 11, dash, 280 and
11, dash, 281, proposed general increase in natura
gas rates for North Shore Gas Company and Peopl es Gas
Conmpany.

M. Gorman, | think you're the first
one up today; is that right?

MR. ROBERTSON: | believe that's correct, your
Honor .

JUDGE HI LLI ARD: Okay. Could you introduce
M. Gor man.

MR. ROBERTSON: Yes.

Should | enter nmy appearance first?

JUDGE HI LLI ARD: Sur e.

MR. ROBERTSON: | don't think |I entered ny
appearance yet.

Eric Robertson and Ryan Robertson of
Lueders, Robertson & Konzen, P.O. Box 735, 1939
Del mar Avenue, Granite City, Illinois, on behalf of
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the Illinois Industrial Energy Consumers and
Constel |l ati on New Energy Gas Division, LLC.

Thank you, Judge.

We would call M. M chael Gorman.

M CHAEL P. GORMAN,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:

DI RECT EXAM NATI ON

BY

MR. ROBERTSON:

Q M. Gorman, would you identify yourself for
the record, please

A My name is M chael Gor man.

Q And on whose behalf are you appearing here
t oday?

A On behalf of the Illinois Industrial Energy
Consumers and Constell ati on New Energy.

Q And | show you now what has been previously
mar ked as and filed on e-Docket as || EC-CNEG Joi nt
Exhibit 1.0 entitled The Direct Testinony of M chael
P. Gorman and ask you whether or not that document
was prepared under your supervision and at your

360



10

11

12

13

14

15

16

17

18

19

20

21

22

direction?

A It was.

Q And if | were to ask you the questions that
are contained therein today, would your answers be
the same as are contained therein?

A Yes.

Q And is the docunment true and correct to the
best of your information and belief?

A It is.

Q | show you al so what has been previously
mar ked as |1 EC- CNEG Joint Exhibit 2.0 entitled
Rebuttal Testinmony of M chael P. Gor man.

Are you famliar with that document?

A Yes.

Q Was it prepared under your supervision and
at your direction?

A Yes.

Q And if | were to ask you the questions
contained therein, would your answers be the same as
are contained therein?

A Yes.

Q And is the docunment true and correct to the
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best of your information and belief?

A Yes.

MR. ROBERTSON:

move the adm ssion of

Wth that, your Honor, | would

| I EC- CNEG Joi nt Exhibit 1.0,

the direct testinony of M chael P. Gorman, and

| | EC- CNEG Joi nt Exhibit 2.0, the rebuttal testinony

of M chael P. Gor man,

JUDGE HI LLI ARD:

Hearing no objections,

subject to cross-exam nati on.

Obj ections?

| I EC- CNG (sic)

Exhibit 1 -- Joint Exhibit 1.0 and Joint Exhibit 2.0
will be admtted into the record.
(Wher eupon, 11 EC-CNEG
Joi nt Exhibit Nos. 1.0

JUDGE HI LLI ARD:

cCross-exam nati on?

MR. ROBERTSON:

JUDGE HI LLI ARD:

and 2.0 were adm tted

into evidence.)

Tender the witness for

Yes, sir.

Pl ease proceed.
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CROSS- EXAM NATI ON
BY
MS. KLYASHEFF:
Q Good morning, M. Gorman.
A Good mor ni ng.
Q My name is Mary Klyasheff and | represent
the Utilities in this proceeding.
| have some questions that are
directed to your direct testinmony. In particular, if
you could reference Page 8, testinmny at
approxi mately Line 144.
A ' m there.
Q You refer to your customer injections and
wi t hdrawal s as effectively paper entries.
At this part of your testinony, are
you referring to the proposed Ri der SBS service?
A Yes.
Q Are you famliar with the Utilities current
Ri der SST service?
A Yes.
Q Are storage injections and withdrawals
under that service also in the nature of paper
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entries?

A For the purpose of establishing cash
transacti ons, yes.

Q Under that current rider, does a storage
injection occur without a nom nation for an
injection?

A lt's -- well, typically the nom nation, if
it exceeds actual usage, it would be directed to be
injected in storage.

Q Woul d the nom nation be for deliveries to
the systemor for deliveries into storage?

A Deliveries to the system

Q So is the paper entry for a storage
injection when usage is |less than the amount
delivered to the systen?

A Correct.

Q So the paper entry, it's a paper entry, but
it's based on actual physical gas delivers relative
to actual physical usage?

A That's correct. The point being is one
i ndi vidual customer doesn't determ ne whether or not
an injection in the storage needs to take place on a
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system wi de basis, but it is important for that
i ndi vidual customer in determ ning nom nations that
may exceed their expected usage for that day.

Q And t he proposed rider would still have
that feature of it is paper entries based on actual
usage relative to physical deliveries?

A Yes.

Q Is that also true of how storage
wi t hdrawal s work under the current system other than
in that case, usage and deliveries, the relationship
is different?

A Yes.

Q In that case, we're tal king about if usage
is nore than deliveries, there may be a paper entry
for a withdrawal ?

A Correct.

Q Woul d an alternative to this sort of paper
entry system be to actually have a customer nom nate
an injection or nomnate a withdrawal ?

A It would be nore of an adm nistrative
burden on the customer, but that is a way to properly
track what is delivered to the system and what is
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used by the customer and what is set aside for future
use or conversely what has been wi thdrawn fromt hat
whi ch has already been set aside and that which is
delivered to the systemto neet the daily needs of
t he custoner.

Q If there were a systemw th a nom nated
injection in the storage, then would it be your
expectation that nom nation would determ ne what goes

into storage irrespective of the customer usage?

A " m sorry. Can you repeat that again,
pl ease.
Q If the service were structured such that

the customer or its supplier made a nom nation for
storage injections, would the quantity accounted for

as an injection be that quantity irrespective of

usage?
A Well, 1'd have to | ook at those
circumstances -- that's a new proposal -- but,

generally, that is something that could be used to
adm ni ster deliveries relative to use and then that
avail able for other injection or wthdraw from

st orage.
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Q Wuld it be accurate to characterize the

paper entry-type process as a no-notice storage

service?
A Well, | think the concept of using
storage -- the structure under which the pricing

mechani cs and the diversity of the entire |oad all ows
for these paper transactions to occur on the
Utility's systens.

If you want to put a different | abel
toit, 1'd have to make an eval uati on of what
connotations you're trying to raise with that
description of those activities.

Q Are you famliar with the use of the term
"no-notice storage" as interstate pipelines use it?

A Generally, yes.

Q Do you consider that systemto be something
t hat i nvol ves paper-type transactions?

A Well, it can be because the concept of |ine
packing the | oad diversity can inpact what is
delivered to the pipeline and what is taken out of
t he pipeline and that which is recording as delivered
to storage or withdrawn from storage.
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So it is a paper trial that kind of
conmes in behind all the injections into the pipeline
and wi thdrawals from the pipeline. So you don't
follow a nmol ecul e gas and put your name on it and
track it to either storage or consunption or delivery
to the pipeline. It's a way of balancing the system

Q If I could reference Page 9 of your direct
testi nony, Line 154.

A Okay.

Q The very first sentence there under
"present rates,"” there is no daily bal anci ng?

A Correct.

Q s the context of that statement only the
cash-out activity?

A It is.

Q Under current Rider SST, do you know if
customers are required to have daily measurement
devi ces?

A | believe they are, yes.

Q Under that rider, is there a daily
nom nation limt?

A Yes.
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Q And under that rider, are there some daily
injection and withdrawal Iimts applicable on
critical days?

A Yes.

Q And al so on Page 9, but towards the bottom
of the page, beginning on Line 169 and carrying over
the first couple lines of Page 10, you testify about
customers using storage as they chose, but also state
t hat some gui delines may be necessary to ensure that
the facilities can physically operate effectively?

A Yes.

Q Woul d Peoples Gas' in the field and

physical limtations associated with that field be an
exanpl e?
A Yes.

Q Are limtations to allow a storage field to
physically operate effectively the only type of
limtations that you woul d consi der appropriate?

A Well, there can be constrained periods that
can also be a factor. And there could be problens
with facilities which can inpact the daily nom nation

and deliverability of the system
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Q Can you give an exanple of what you have in
mnd with the idea of a constrained period?

A A constrained period when the delivered --
the supply delivered to the systemis not capabl e of
meeti ng demands on the system On such a condition,
there may be limts on how much gas the system can
deliver to any of these customers.

Q Do you agree that some of the services that
the Utilities use to support their transportation
program services are purchased frominterstate
pi pelines?

A Yes.

Q And do you agree that those pipelines have
tariffs that govern the use of those services?

A Yes.

Q Should the limts inmposed by pipelines on
t hese services that Peoples Gas and North Shore buy
affect the service they offer to transportation
customers?

A Well, that could be a physical limtation
on use of those storage assets. So it's part of the
consi der ati on.
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Q Does it matter if those tariff |imts are
unrel ated to the physical operations of the pipeline

facilities?

A Well, that's a physical Iimtation on how
the Utilities can use those storage assets. So it's
a contractual limtation on how they can use them

Q If I may refer to Page 11 of your direct

testi nmony, beginning on Line 216.

A ' m there.

Q That sentence after the word "no" about
managi ng the system storage in a satisfactory manner,
to whom are you referring when you say it's been
satisfactory?

A Well, it's certainly been satisfactory to
the transportation customers. And to the extent
there's been any failure on the Conmpany's ability to
operate their systemwi th the current storage
restrictions that they -- I'm not aware of them

Q Al so on Page -- |I'msorry. This is on
Page 12, Line 235 where you discuss the benefits --
potential benefits of storage and you identify
potential benefit as a temporary parking space for
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i mbal ances?
A Yes.

Q Do you agree that under the Conpany's

proposal, if a customer delivers more gas than it
uses on a day, it will be able to put that into
st orage?

A Well, there's restrictions on how much they

can put in storage without paying the penalty; but
that is my understanding, yes.
Q It's your understanding that the customers'’

deliveries do not need to exactly match their

consunpti on under the Conpany's proposal; is that
correct?
A Wthin the tolerance Ilimts before

penalties kick in, that is true.

MS. KLYASHEFF: Thank you. | have no ot her
guesti ons.

JUDGE HI LLI ARD: Any redirect?

MR. ROBERTSON: No, sir.

JUDGE HI LLI ARD: Thank you, M. Gor man.

MR. JOLLY: Does the witness need to be sitting
here?
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JUDGE HI LLI ARD: Pardon?

MR. JOLLY: Does the witness need to be sitting
here?

MS. LUCKEY: Your Honors, Staff in Springfield
could not see the witness speaking.

JUDGE HI LLI ARD: | cannot hear you.

MS. LUCKEY: Staff in Springfield could not see
the witness speaking so we need to switch the camera
of the witness.

JUDGE Kl MBREL: \Where's the witness sitting?

MR. JACKSON: He's right here. \Where would you
i ke hinr

JUDGE KI MBREL.: Ri ght there.

JUDGE HI LLI ARD: M. Fetter, you've previously
been sworn; is that correct?

STEVEN FETTER: | have been sworn, yes, sir.

JUDGE HI LLI ARD: Okay. Could you introduce the
wi t ness to us.

MR. JACKSON: Yes. Thank you.

My name is Brad Jackson, Foley &
Lardner, on behalf of the Utilities.
JUDGE HI LLI ARD: | s your mi crophone on?
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MR. JACKSON: Good questi on.
s that better?
JUDGE HI LLI ARD: Yes.
MR. JACKSON: Okay.
STEVEN M. FETTER
called as a witness herein, having been previously
duly sworn, was exam ned and testified as foll ows:
DI RECT EXAM NATI ON
BY

MR. JACKSON:

QO

State your name for the record, please.

>

Steven M. Fetter.
Q And what is your business address?
A Post Office Box 280 Nordl and,
N-o-r-d-l-a-n-d, Washi ngton 98358.

Q M. Fetter, in connection with these
consol i dated dockets, did you prepare a piece of
prefiled rebuttal testimny marked NS/ PGL Exhi bit

A Yes.

Q And in connection with that testimny, did

you al so prepare the exhibits marked 20.1, 0.2 and

0.3?
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A Yes, | did.

Q Did you also prepare for this proceeding
prefiled witten surrebuttal testimny marked NS/ PGL
Exhi bit 37?

A Yes, | did.

Q Do you have any corrections to any --
either piece of testinony or any of the exhibits?

A | just note that in the rebuttal testinony,
in Footnote No. 5, | cite two S&P research reports,
one on North Shore Gas Conpany and the other on
Peopl es Gas Light and Coke Conpany, both dated
February 4, 2011

| just note for the record that S&P
published a new report on Peoples Gas Light and Coke
on Friday, August 26th, 2011.

MR. JOLLY: Are you planning to move this into
the record?

MR. JACKSON: (Nonverbal response.)

MR. JOLLY: Okay.

BY MR. JACKSON:

Q M. Fetter, do you have any commentary on

t he August 26th Standard & Poor's report?
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MR. JOLLY: | object to this. This is
additional testinony that was -- we've not had an
opportunity to review or conduct discovery on or
respond to in any way. And to bring this in at the
| ast m nute seens prejudicial and unfair.

JUDGE HI LLI ARD: What's your response?

MR. JACKSON: The report was just issued on
Friday, so we could hardly have introduced it sooner.
And it's an updated version of other reports that
ot her witnesses and M. Fetter have relied on in
their own testinmony. So it's the most current and
up-to-date information from Standard & Poor's that's
avai |l abl e.

MR. JOLLY: There will always be additional
information avail abl e. |'m certain into the briefing
stage there will be additional reports. And is it
Peopl es Gas' and North Shore's intention to then try
to move additional evidence into the record?

| mean, at sone point it seens that
you have to stop taking in evidence, especially when
parties don't have an opportunity to respond to it.

JUDGE HI LLI ARD: | think there's an el ement of
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unfairness involved in producing any document for
what ever reason at this late date. And I'd ask you
to confine your questions and testinony to the
documents that have been previously avail able to all
the parties.

MR. JACKSON: Your Honor, |1'd move the
i ntroduction of NS/PGL Exhibits 20, 20.1, 20.2, 20.3
and 37.

JUDGE HI LLI ARD: 20.3 and 37?

MR. JACKSON: 20, 20.1 --

JUDGE HI LLI ARD: 20, 20.1, 20.2, 20.3 and 377

MR. JACKSON: Correct.

JUDGE HI LLI ARD: Obj ections?

MR. JOLLY: No obj ecti on.

JUDGE HI LLI ARD: Hearing no objections, North
Shor e/ Peopl es Gas Exhi bits 20, 20.1, 20.2, 20.3 and
37 will be admtted in the record.

(Wher eupon, NS/ PGL
Exhi bit Nos. 20, 20.1,
20. 2, 20.3 and 37 were
admtted into

evi dence.)
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MR. JACKSON: And the witness is avail able for

Cross.
JUDGE HI LLI ARD: Proceed, Counsel.
MR. JOLLY: Thank you
For the record, my name is

Ronal d D. Jolly. |'m an attorney for the Cit

y of

Chi cago. My busi ness address is 30 North LaSall e,

Suite 1400, Chicago, Illinois 60602.

Al so appearing on behalf of the City

today will be Conrad R. Reddi ck. Hi s address
Crest Street, Wheaton, Illinois 60189.

CROSS- EXAM NATI ON

BY

MR. JOLLY:
Q Good morning, M. Fetter.
A Good morning, M. Jolly.

Q How are you?

A l'm fine. Thank you

Q Could you turn to Page 13, Lines 27
of your rebuttal testimony, please.

A Yes, |'m there.

Q Okay. And there you refer to that

is 1015

5 to 276

you were
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aware that the -- that prior Conmm ssion decisions
have i ndicated concern about relying upon data from
decisions in other jurisdictions.

Do you see that?

A Yes, | do.

Q What -- what concerns -- to what concerns
are you referring to there?

A | think the Comm ssion had provided
commentary in an earlier Commonweal th Edi son deci sion
about information -- ROE information from other
jurisdictions.

Q Okay.

MR. JOLLY: May | approach the wi tness?

JUDGE HI LLI ARD: Do you have a docunent ?

MR. JOLLY: Yeah.

JUDGE HI LLI ARD: Sur e.

MR. JACKSON: Ils this already in the record?

MR. JOLLY: It's a Comm ssion order.

JUDGE HI LLI ARD: Are you going to mark these or
not ?

MR. JOLLY: No, | don't think so. They're
Comm ssion orders so they can be cited to. So |
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don't think it's necessary to mark them

| ' ve handed the witness excerpts from
two Comm ssion orders, one is Illinois Comerce
Comm ssion Docket 05-0597; the second -- which that
case was a Commonweal th Edi son rate case -- and then
the second is an excerpt from Dockets 07, dash, 0241,
07, dash, 0242 consolidated, which in that case -- or
t hose cases involved rate cases filed by North Shore
Gas Conpany and the Peoples Gas Light and Coke
Conmpany.
BY MR. JOLLY:

Q Coul d you turn to the excerpt fromthe
Commonweal t h Edi son order, please.

A | have it in my hand.

Q And at the very first paragraph under
"Comm ssi on anal ysis and concl usion” on Page 153, is
this what you were tal king about when you said this
is a concern that was expressed by the Comm ssion?

MR. JACKSON: | object, your Honor. These are
excerpts from Comm ssion decisions. They can be
researched, cited in the briefs. They speak for

t henmsel ves.
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JUDGE HI LLI ARD: | think he's asked him what --
if this is what he's referring to. It seens to me
that's a proper question.

MR. JACKSON: Okay.

So the question is whether these are
the specific orders he was referring to in his
testinony?

MR. JOLLY: He referred to a Commonweal th
Edi son rate case order. And |I'm asking himif this
is the rate case order to which he was referring.

THE W TNESS: | believe this would be one of
t he paragraphs that | would have had in m nd.

BY MR. JOLLY:

Q Okay. And going to the second order -- and
at Page 89 -- this is the 07-0241, 07-0242 -- towards
the bottom of the page there's a heading that states
"ROE conparisons. "

| s that paragraph -- the first
par agraph under that heading, is that another place
where you believe that the Comm ssion has expressed
concern about relying on return on equity
determ nations by other jurisdictions?
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A If I could check my surrebuttal before

can answer if that's okay?

Q Sur e.
A And t he question again, sir?
Q Is this another order to which you were

referring to earlier when you said in your rebuttal
testinony that the Comm ssion has expressed concerns
about relying on return on equity determ nations from
ot her Comm ssi ons?

A Putting nyself back in my frame of m nd
when | wrote those sentences, | believe | was
primarily focused on the Commonweal th Edi son | anguage
because, as | note in my surrebuttal, there's | ater
| anguage with regard to these two Utilities in this
case that | believe opens the door a little bit for
consi deration of such dat a.

And so my sentence | wrote that you
initiated your cross with referred, | think, in ny

m nd, pretty much to the Comonweal th Edi son

| anguage.
Q Okay. Well, in your testinmny, you attach
Exhi bits 20.2 and 20.3, which are compendi uns -- or
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compendia of return on equity decisions from ot her
jurisdictions; is that correct?

A Yes.

Q And Exhibit 20.2 covers five years of
return on equity decisions?

A Yeah, one is five and one is 20.

Q Right. The 20.3 is --

A Yes.
Q -- 20 years?
Okay. And in your rebuttal testinony
you have a heading there that you say -- before going

into your description of those two exhibits, you are
saying -- the heading states, Putting ROE
recommendati ons in context.

And going back to the order in the
07-0241 consolidated case, isn't it true that the
Comm ssion say -- says in the second sentence that,
They, being the Utilities, assert that previously
approved ROEs serve as gui deposts for our analysis in
t hese cases and insists that they are not -- their
returns should be based on the authorized returns of
other Utilities.
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beli eve the witness has testified that

one of

MR.

Do you see that

JACKSON: Your Honor,

sentence?

| object. This --

the orders he relied on for the specific

statenment in

guesti on.

his testimony.

JUDGE HI LLI ARD: | think

Why don't

THE W TNESS: " m sorry,

ask the question again.

BY MR.

Q

JOLLY:

Sur

e.

In the second se

headi ng "ROE conpari sons" --

ask --

A

Q

Yes.

t hat begins "they

Do you see that?

Yes.

Sur

Should | read it

e.

a question?

Yes.

it's a prelimnary

we see where he's going.

M. Jolly, could you

ntence under the

assert."”

and then you'll

this was not
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A |"ve read it.
Q Okay. Il n your opinion, is providing
context for the Comm ssion in this case different

t han provi di ng gui deposts?

A Yes.
Q Okay. Now, going back to -- turning to
the -- Page 90 of the consolidated case, there's a

par agraph that's the second full paragraph on the
page that begins "less dramatically."”
Is it true in that paragraph that the

Comm ssion identifies certain characteristics of
ot her ROE determ nations that it has no information
on?

A Should | read the paragraph?

Q Yeah, could you, please.

A It's the one that starts "l ess

dramatical ly"?

Q Yes.

A "1l read that.
Q Okay.

A |'ve read it.

Q Okay. And in the context of that
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par agraph, the Comm ssion identifies certain
characteristics of the other decisions that it does
not have information about to -- that it could use in
maki ng the determ nation -- ROE determ nation in the
consolidated cases; is that accurate?
A That's -- the paragraph kind of says that.
Q Okay. Kind of more or | ess.

So in your Exhibits 20.2 and 20. 3,
you've made no analysis of, for exanple, the
financial strengths, capital structure, credit status
or any of these other factors that -- of the
Utilities that were involved in the many deci sions
that were included in 20.2 and 20.3; is that correct?

A Well, in those -- in those exhibits, I'm
taking the quantum of all decisions made in the past
20 years and the past five years, which would cover
characteristics fromA to Z. And while each one
woul d have to be reviewed on its specific data, the
point |I'mattenpting to make is that this vast
uni verse of decisions conpared to the recommendati ons
from your witness and another witness, is that they

view that their particular characteristics set
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t hensel ves apart fromvirtually 20 years of
deci si ons.

And as a former regulator -- you know,
t he ROE process and expert witnesses, it's very, very
compl ex; but as a former regulator, if someone cane
in and said to me, We're proposing a result that
differs on the -- either on the downside or the
upside fromvirtually every decision that came
before, I would be very concerned about that and |
woul d dig very deeply into the testimny of the ROE
wi t nesses, which is basically what | recomended
here.

' m not telling the honorable ALJs or
the Comm ssion to do averaging or pick a jurisdiction
they like or pick a time period they |ike. " m
sayi ng, when recommendati ons conme in that are out of
sorts with 20 years of past decision making in this
jurisdiction and other jurisdictions, it rings a bell
in my head that something's wong with those
recommendati ons.

Q Okay. Well, you -- again, just to answer
my question, you provided no analysis of the specific
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characteristics in each of those cases?

A | did not.
Q Okay.
A | did not |ook at any one case.

Okay.

> O

| | ooked at them as an overall universe.

Q And in terms of providing context, what --
do you agree that M. Moul's original recommendati on
was 11.25 percent?

A That's my understanding. And he |lowered it
on -- at a later point in the case.

Q Okay. And | made an effort to separate the
gas utilities out fromthe electric utilities in
Exhi bit 20.2. And my -- ny reading of those
decisions, | found that there were only two cases
wher eby there were returns on equities -- returns on

equity approved below M. Moul's 11.25 percent?

A During which time period?
Q In Exhibit 20.2, it's on the second page.
And | have a bl own-up version of it. | know it's

hard to read. So...
A s that the five-year?
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Q Yes, the five-year.

MR. JOLLY: Wuld you be interested in a |arger
copy?

JUDGE HI LLI ARD: Sur e.
BY MR. JOLLY:

Q And the two returns |I found are California

utilities and they appear towards the top of Page 2.
And | was | ooking only at natural gas utilities.
A Was there a question?

Q Are you aware of any other returns from
natural gas utilities in Exhibit 20.2 other than
these two that are above M. Moul's original
recommendation of 11.25 percent?

A |'d have to review it; but |let me know that
if we take away the electric fromthe conpendium,
then the | oan one that matched M. MNally's goes

away, then Mr. MNally and M. Thomas are bel ow every

decision, | believe, during the |ast 20 years.

Q Okay.

A As far as whether there are nmore than the
two above the 11.25, 1'd have to study this; but the
data wi Il speak for itself.
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Q Okay.

JUDGE HI LLI ARD: M. Fetter, we've got a |ong
day of testimony schedul ed here and | would -- |1
appreci ate your expertise and your know edge, but
it's going to save time if you answer his questions
i nstead of providing extended expl anations of the
overall picture of the industry.

THE W TNESS: Okay. Sorry, your Honor. | was
just trying to make appl es and appl es.

MR. JOLLY: Okay. Well --

MR. JACKSON: Your Honor, | was going to object
t hat the docunment speaks for itself, but...

MR. JOLLY: | assume | can ask questions about
a docunent attached to his testinony.

MR. JACKSON: Well, you're asking himto
descri be a document that's right in front of us.

MR. JOLLY: No, |I'm asking himif there are
addi tional returns above what --

MR. JACKSON: If it says what it says, you can
say that on brief.

JUDGE HI LLI ARD: We're not going to have a

coll oguy between counsel .
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| f you have an objection, you make it
to the bench.

MR. JACKSON: | object that the document speaks
for itself.

JUDGE HI LLI ARD: The objection is overrul ed.
BY MR. JOLLY:

Q | ncluding the electric utilities, let's
assunme that maybe there are five of the 347 returns
on equity decisions that you report there that are
above M. Moul's original recomended 11.25 percent,
woul d that -- would that give you the same |evel of
concern you have in terms of the context that you
said you were providing with respect to the returns
on equity recommended by M. -- Staff Wtness
M. MNally and GCI Wtness M. Thomas?

A As | said, the information either on the
downsi de or the upside, depending on how out of sorts
it is, would lead me to encourage the ALJs and the
Comm ssion to | ook deeply into both the Intervenor
Staff witnesses on ROE and also M. Moul on ROE.

MR. JOLLY: | have no further questions.

JUDGE HI LLI ARD: Thank you
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Cross.

| s there another questioner?

MR. JOLLY: | think CUB is -- does not have

MS. MUNSCH: We waive cross, your Honor.
JUDGE HI LLI ARD: You wai ve cross.

MS. MUNSCH: (Nonver bal response.)
JUDGE HI LLI ARD: Okay. Redi rect ?

MR. JACKSON: No.

JUDGE HI LLI ARD: Then you're through,

M. Fetter.

THE W TNESS: Okay. Thank you, your Honors.

MR. LANNON: Your Honor --

JUDGE HI LLI ARD: Yes.

MR. LANNON: -- may | have one m nute, please?

JUDGE HI LLI ARD: Sur e.
(Off the record.)

JUDGE HI LLI ARD: \Whenever you're ready.
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LI SA J. GAST,
called as a witness herein, having been previously
duly sworn, was exam ned and testified as foll ows:
DI RECT EXAM NATI ON
BY
MR. JACKSON:
Q Woul d you state your name for the record,
pl ease.
A Lisa J. Gast.
Q And what is your business address?
A | nt egrys Energy Group, 700 North Adams
Street, P.O. Box 19001, Green Bay, W sconsin 54307.
Q And, Ms. Gast, have you prepared direct,
rebuttal and surrebuttal testimony in this matter?
A Yes, | have.
Q And your direct testimny has been marked
NS Exhibit 2.0 and PGL Exhibit 2.0; is that correct?
A Yes, it is.
Q I n connection with that direct testinmony,
did you al so prepare or have prepared at your
direction the exhibits marked 2.1 NS, Exhibit 2.1,

2.2, 2.3 and 2.4 and PGL Exhibit 2.1, 2.2, 2.3 and
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2.47

A Yes.

Q Did you also prepare rebuttal testimny
that's been marked NS/ PGL Exhibit 18.07

A Yes.

Q And in connection with that piece of
testinmony, did you have prepare- -- did you prepare
or have prepared at your direction the exhibits
mar ked NS/ PGL Exhibit 18.1 N, 18.1 P and 18.2 P?

A Yes, | did.

Q And did you also prepare the surrebuttal
testinony marked NS/ PGL Exhi bit 35.07?

A Yes.

Q And in connection with that piece of
testinmony, did you also prepare or have prepared at
your direction the exhibits marked NS/ PGL
Exhibit 35.1 N, 35.1 P, 35.2 P, 35.3 P and 35.4 P?

A Yes.

Q Do you have any corrections to any of the
pi eces of testimony or any of the exhibits?

A No, | do not.

Q If I were to ask you the questions
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contained in your pieces of prefiled testinmny today,
woul d your answers be the same?

A Yes, they woul d.

MR. JACKSON: Your Honor, | move the identified
exhi bits.

JUDGE HI LLI ARD: Obj ections?

MR. LANNON: No objection, your Honor.

JUDGE HI LLI ARD: Hearing no objection, NS/ PGL
Exhibit 2.0 with attachments, 18.0 with attachments
and 35.0 with attachments are admtted in the record.

(Wher eupon, Exhibits NS
2.0 through 2.4, PGL 2.0

t hrough 2.4, NS/PGL 18.0,
18.1 N, 18.1 P, 18.2 P,

NS/ PGL 35.0, 35.1 N,

35.1 P, 35.2 P, 35.3 P and
35.4 P were adm tted into
evi dence.)

MR. JACKSON: Thank you, your Honor, the
witness is available for cross.

MR. LANNON: Your Honor, may | approach?

JUDGE HI LLI ARD: Pl ease.
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MR. LANNON: l'd like to mark this as Staff

Cross Exhibit 1. It's a portion of the Company's

'10

annual report -- actually the Integrys annual report

exam nati on.

(Wher eupon, Staff Cross

Exhi bit No. 1 was marked

for identification, as of

this date.)
CROSS- EXAM NATI ON
BY
MR. LANNON:

Q Hel l o, Ms. Gast.

A Hel | o.
Q M ke Lannon. | represent Staff. And
have a few questions -- well, if you could turn to

your surrebuttal, Page 11, and starting on Line 221

on my version at |east --

A | found it.

Q -- you state that, Stock options are
granted at an exercise price equal to the grant
date's cl osing market price.

Did I read that right?
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A Yes, you did.

Q Okay. Is the grant date the same as the
date the stock option is exercised?

A No.

Q Woul d you agree that |Integrys pays out
shares of its comon stock for performance stock
ri ghts?

A Yes.

Q And can you tell me what the dollar anount
that Integrys receives for each performance stock

right granted relative to current market val ue.

A My understanding is that they don't -- they
woul dn't receive cash. They're receiving, |ike,
enpl oyee services. It's -- rather than conpensation

dollars, they're receiving stock.

Q So t hat val ue --

Which | believe you're saying is -- is

t he value of |abor, so to speak?

A Ri ght .

Q -- is that calibrated anyway, you know, in
granting these conmpensation stocks?

A It would be the market price.
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Q "' m sorry. | couldn't hear you

A The mar ket price.

Q It would be the same as the market price?
A Yes.

Q Thank you

Woul d you agree that |Integrys pays out
shares of its common stock for restricted shares and
restricted share units?

A Yes.
Q And, again, this is simlar to the other
guestion | had about the val ue.

Can you tell me what the dollar anount
that Integrys receives for each restricted share --
or restricted share unit granted is relative to the
current market value?

A It's simlar to the performance shares,
where they're receiving services rather than cash.

Q "' m sorry. |'ve got a sinus and ear
infection and |I'm having a hard time hearing.

A Okay. "1l try and speak | ouder.

Q Thank you

A Simlar to the performance shares, they're
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receiving services rather than cash; but they're al so
val ued at mar ket price.
MR. LANNON: Your Honor, may | approach the
wi t ness?
JUDGE HI LLI ARD: Yes.
(Wher eupon, Staff Cross
Exhi bit No. 2 was marked
for identification, as of
this date.)
MR. LANNON: And | have one nore, your Honor.
JUDGE HI LLI ARD: Okay. Are you going to be
mar ki ng these? Cross 2?
MR. LANNON: Cross 2, and this will be Cross 3.
(Wher eupon, Staff Cross
Exhi bit No. 3 was marked
for identification, as of
this date.)

BY MR. LANNON:

Q Now, |'ve handed you two docunents,
correct?

A Correct.

Q These are the Conpany's and, | assune, your
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responses to Staff DRs?
A Yes, they are.

Q And that would be responses to Staff DRSK

A Yes.
Q -- correct?
MR. LANNON: And, your Honor, mark that as
Staff Cross Exhibit 2.
BY MR. LANNON:
Q And t he second document was the
Conpany's and, | assume, yours -- your response to SK
dot 027
JUDGE HI LLI ARD: 8.02.

MR. LANNON: Excuse me, SK 8.02. Correct, your

Honor .
And that we'll mark as Staff Cross
Exhi bit 3.
BY MR. LANNON:
Q Now, we'll just put Staff Cross Exhibit 2
asi de. | just wanted that in the record for

Comm ssi on.
And in your response to Staff Data
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Request SK 8.02, you state that funds derived from

sal es of natural gas service is a source of capital,

correct?
A Correct.
Q | find that kind of confusing. And maybe

if we could just wal k through some basic principles,
it mght help me understand it.

Woul d you agree that revenues,

including revenues from sales, m nus expenses, isS net
income?
A Yes.

Q Woul d you agree that net income after the
payment of dividends is retained earnings?

A Yes.

Q And woul d you agree that retai ned earnings
are part of equity?

A Yes.

Q And would you agree with me that the way a
conpany can raise cash is through issuing conmmon
stock, issuing debt, long-term or short, or through
operations?

A Yes.
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MR. LANNON: No further questions.
Oh, your Honor, I'd nmove for --
JUDGE HI LLI ARD: Do you want to nove these into
the record?
MR. LANNON: Yes, | move for adm ttance of
Staff Cross Exhibits 1 through 3.
MR. JACKSON: No obj ection, your Honor.
JUDGE HI LLI ARD: Staff Cross Exhibits 1, 2 and
3 will be admtted into the record.
(Wher eupon, Staff Cross
Exhi bit Nos. 1 through 3
were admtted into
evi dence.)
MR. JACKSON: And | have no redirect.
JUDGE HI LLI ARD: Okay. If there are no nore
guestions for Ms. Gast, then she is excused.
Thank you
MR. LANNON: Thank you, Ms. Gast.
JUDGE HI LLI ARD: Movi ng right al ong,
Ms. Kight-Garlisch is the next wi tness.
Ms. Kight-Garlisch, would you raise
your hand to be sworn, please.
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(Wtness sworn.)

MR. JACKSON: If I have cross questions, should

| sit over there?

JUDGE HI LLI ARD: Yes.

MR. JACKSON: Okay.

THE W TNESS: | can see him

MR. JACKSON: But | can't see you

MR. LANNON: | think we'll have to turn the
camer a.

MR. JACKSON: Can you see me, Ms. Garlisch?

JUDGE HI LLI ARD: Can you see the attorney for
t he Conpany there?

THE W TNESS: Yes, | can.

JUDGE HI LLI ARD: Okay.

Do you want to begin with the

i ntroduction, M chael?

MR. LANNON: Staff will call Ms. Sheena
Kight-Garlisch to the stand.

JUDGE HI LLI ARD: Ms. Kight-Garlisch has
previously been sworn, please introduce her

testi nony.
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SHEENA KI GHT- GARLI SCH,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:
DI RECT EXAM NATI ON
BY
MR. LANNON:
Q Can you please state your name for the
record spelling your |ast name.
A My name i s Sheena Kight-Garlisch. My | ast
name is K-i-g-h-t, hyphen, Ga-r-I-i-s-c-h.
Q And who is your enployer?
A | "' m enpl oyed by the Illinois Conmerce
Comm ssi on.
Q And what's your position at the Conm ssion?
A |'m a senior financial analyst in the
Fi nance Department of the Financial Analysis
Di vi si on
Q And did you prepare written exhibits for
subm ttal in this proceeding?
A Yes, | did.
Q Do you have before you a document which has

been marked for identification as Staff Exhibit 4.0
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and i ncludes Schedules 4.1, 4.3 N and 4.3 P and 4.2 N

corrected and 4.2 P corrected?

A Yes.

Q And did you prepare that document for
presentation in this matter?

A Yes, | did.

Q And do you have any changes to make to
t hat ?

A No, | do not.

Q Do you also have before you a docunent
mar ked for identification as Staff Exhibit 13.0
corrected with Schedules 13.1 to 13.5 and
Attachment A?

A Yes, | do.

Q And did you prepare that document for
presentation?

A Yes, | did.

Q Do you have any corrections to make to
Staff Exhibit 13.0 or its attachments?

A No, | do not.

Q Is the information contained in Staff

Exhi bits 4.0, schedul es and attachments, and 13.0

405



10

11

12

13

14

15

16

17

18

19

20

21

22

corrected with schedul es and attachnments true and
correct to the best of your know edge?

A Yes, it is.

Q And if | were to ask you the same questions
set forth in both those exhibits, would your answers
be the same today?

A Yes, they woul d.

MR. LANNON: Your Honor, | move for adm ssion
into evidence Staff Exhibits 4.0 and attached
schedules, 13.0 corrected and attached schedul es.

JUDGE HI LLI ARD: Obj ections?

MR. JACKSON: No obj ecti on.

JUDGE HI LLI ARD: Hearing no objection, Staff
direct -- excuse me -- Staff Exhibit 4.0 plus
acconpanyi ng schedul es, and Staff Exhibit 13.0 with
acconpanyi ng schedul es and Attachnment A are adm tted

into the record.
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(Wher eupon, Staff Exhibit

Nos. 4.0, 4.1, 4.2 N corrected,
4.2 P corrected, 4.3 N, 4.3 P,
13.0 through 13.5 and
Attachment A were admtted into
evi dence.)

MR. LANNON: Thank you, your Honor.

JUDGE HI LLI ARD: The witness is tendered for
Cross?

MR. LANNON: The witness is available for
Cross.

JUDGE HI LLI ARD: Proceed.

MR. JACKSON: Thank you

CROSS- EXAM NATI ON
BY
MR. JACKSON:

Q Good morning, Ms. Kight-Garlisch. My name
is Brad Jackson. | represent the Utilities in this
matter.

Ms. Kight-Garlisch, in recommendi ng
that the Utilities' rates reflect increased risk by

virtue of reduction in the amount of equity in their
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capital structures, is it your intent to trigger a

downgrade of the Utilities' credit ratings?
A Not necessarily.
Q If the Comm ssion adopted your

recommendati on on capital structure and a downgrade
resulted, would that be an acceptable result in your
opi ni on?

A It could be. It depends on what the
downgr ade i s.

Q So there could be downgrades that would be
acceptable to you?

A Yes.

Q Woul d you agree that if Staff's proposed
revenue requirement, including capital structure and
cost of capital, yielded a |ower inmplied credit
rating according to the S&P matri x, that the

Comm ssion should increase the equity in the capital

structure or ROE of the Utilities?

A "' m sorry. Coul d you rephrase your
guesti on.

Q Do you agree that if -- taking the Staff's
proposed revenue requirement, including your
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recommended capital structure and M. MNally's
recommended return on equity, if you then develop the
ratios that go into the S&P credit rating matrix and
t hat suggested a | ower credit rating than the
Utilities currently have, would you agree at that
poi nt that the Comm ssion should either increase the
equity in the capital structure and/or the return on
equity for rate-making purposes?

A No.

Q Let nme direct your attention to your -- the
chart on Page 5 of your direct testinmony.

A Yes.

Q And there you're conmparing various S&P
financial ratios among the Utilities, Integrys Energy
and the Gas Group, correct?

A Yes.

Q And the Gas Group is the proxy group that
M. Moul and M. MNally used to run the models to
arrive at recommendations for return on equity,
correct?

A Yes.

Q To your know edge, has Staff ever used the
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ROE proxy group also to set the capital structure of
the Utility as you have done here?

A Subj ect to check, | believe we have

Q And is it something that you've done in
prior cases yourself?

A | think | have. | would have to check to
make sure.

Q Now, the comparison you present on Page 5
relies on historical financial information, correct?

A Yes.

Q And the -- therefore, the ratios presented
here woul d al so be historical, correct?

A Yes.

Q And the three-year average that you use
that's 2007 to 2009; is that correct?

A No. It is 2000 -- 2008, 2009 and 2010.

Q Thank you

And you're recomending that the

Comm ssion take actions in this case that would
increase the Utilities' risk from where they are,
take them fromtheir present intermediate |level to
the significant |evel, correct?
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JUDGE HI LLI ARD: Do you have a page in her
testinmony you're referring to, Counsel?
MR. JACKSON: Yeah, I'"'mstill referring to her
table on Page 5 of her direct.
JUDGE HI LLI ARD: Okay.
THE W TNESS: As | stated in my rebuttal
testinony on Pages 6 and 8, the inmplied ratios
i ndicate that the financial strength would be
significant, which is simlar, but slightly weaker
than the financial strength inmplied currently, which
is intermedi ate-significant based on the ratios
presented on Page 5 of I CC Staff Exhibit 4.0.
(Wher eupon, there was a
change in reporter.)
Q Well, at least |let me just double-check I'm
readi ng your table on Page 5 correctly then.

Let's |l ook at 2010, the Utility's
actual ratios and capital ratio translate to an
intermedi ate inplied financial risk; is that correct?

A That's correct, but the three-year average
implies a three-year risk

Q So that's the distinction we are making
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bet ween i ntermedi ate and what you call
significant/intermedi ate?

A Yes.

Q And the chart or the table on Page 6 of
your rebuttal, now this table is not based on
hi storical, but based on the Staff proposed revenue
requi rement, correct?

A Correct.

Q It assumes, does it not, that the utilities
earn 100 percent of that revenue requirement or the
respective revenue requirements?

A Yes.

Q And at the Utilities' proposed capita
structure, their risk would be at the intermedi ate
| evel ; whereas, at the Staff proposed capital
structure, their risk would be at the
significant/aggressive; is that correct?

A No, the risk implied is significant, not
significant/aggressive.

Q And that's by taking approxi mately an
average of the various risk levels at each of the
ratios, is that how you get to that?
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A If you |l ook at each ratio for North Shore
at 50 percent gas, the ratio is 28.1 percent.

If you |l ook at the ratings matrix, the
range for that ratio is 20 to 30, 30 being where this
i ntermedi ate-risk |level begins, so that is a very
strong ratio.

The next ratio is 3.2, which is the
debt to EBITA and that ratio range is 3 to 4, closer
to 3 being the stronger, so it is also an extrenely
strong ratio.

The debt to capital is 50 percent,
which is right on the border, 45 to 50 percent is
significant, 50 to 60 percent is aggressive, so it is
a significant risk, so it is a significant risk

MR. JACKSON: Thank you for those
clarifications.

| have no further questions.

JUDGE HI LLI ARD: Any redirect?

MR. LANNON: Sheena, do you want to talk to me?

THE W TNESS: Yeah, | will call you from
Heari ng Room B.

MR. LANNON: All right. Il will call you, from
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Heari ng Room B.
If we could have a few m nutes, your
Honor ?
JUDGE HI LLI ARD: We'll take a little break.
(Whereupon, a recess was taken.)
JUDGE HI LLI ARD: |s there any redirect.
MR. LANNON: Staff has no redirect, your Honor.
JUDGE HI LLI ARD: Thank you, Ms. Garlisch
you' re excused.
(W tness excused.)
(Wtness sworn.)
DAVI D E. DI SMUKES, Ph. D,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:
DI RECT EXAM NATI ON
BY
MS. LUSSON:
Q Good morning, Dr. Disnukes.
A Good nmor ni ng.
Q Pl ease state your full name and business
address for the record.

A My name is David E. Disnukes,
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D-i-s-mu-k-e-s. And ny address is 5800 ParKkins
Pl ace Drive, Suite 1F, Baton Rouge, Louisiana 70808.

Q You have before you what's previously been
mar ked as GCI Exhibit 4.0, which is your direct
testinony in this case on behalf of the People of the
State of Illinois, the Citizens Utility Board, and
the City of Chicago, as well as Attachnents 4.1
t hrough 4. 14.

Were these exhibits prepared by you or

under your direction and supervision?

A Yes, ma'am they were.

Q Do you have any corrections to make to that
testinony at this tinme?

A | had some small errata that | believe you
provided to the parties ahead of time.

Q And - -

JUDGE HI LLI ARD: Excuse me, is your mc turned
on, M. Disnmukes?

THE W TNESS: Yes, it is.

Can you hear me now?

JUDGE HI LLI ARD: Yes.

BY MS. LUSSON:
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Q Just to be clear, the errata was served on
parties previously earlier this week and filed on
E- Docket yesterday.

If | were to ask you the same
guestions that appear in that testimny, would your
answers be the same?

A Yes, ma'am they woul d.

Q You al so have before you a docunent that's
been marked as GCI Exhibit 9.0, the rebuttal
testinony of David Di smukes on behalf of the People
of the State of Illinois, the Citizens Utility Board
and the City of Chicago, as well as Exhibits attached
9.1 through 9.6. Were these exhibits prepared by you
or under your direction and supervision?

A Yes, ma'am they were.

Q And do you have any corrections to make to
t hose exhibits at this time?

A There was also a small errata associ ated
with that and it was provided with the errata that we
di scussed earlier to the parties.

Q If I asked you the same questions that
appear in Exhibit GCI 9.0 today, would your answers
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be the same?

A Yes.

MS. LUSSON: We nove for the adm ssion of GCI
Exhibits 4.1 through 14, as well as GCI Exhibits 9.
9.1 through 9.6 and we tender Dr. Di smukes for
Cross-exam nati on.

JUDGE HI LLI ARD: Obj ections to the exhibits?

MS. KLYASHEFF: No.

JUDGE HI LLI ARD: GClI Exhibits 4.0 with
Attachments and Schedules 4.1 to 4.14 and 9.0 with
Attachments and Schedules 9.1 to 9.6 are admtted
into the record.

(Whereupon, GCI Exhibits 4.0
with Attachments and Schedul e
4.1 to 4.14 and 9.0 with
Attachments and Schedules 9.1
to 9.6 were admtted into the
evi dence.)

JUDGE HI LLI ARD: Pl ease proceed with your

exam nati on.

O ’

S
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CROSS EXAM NATI ON
BY
MS. KLYASHEFF:

Q Good morning, Dr. Disnukes.

A Good mor ni ng.

Q My name is Mary Klyasheff. ' m
representing North Shore and Peopl es Gas. | believe
all my questions are directed to your direct
testi nony.

A Yes, ma'am

Q If we could start on Page 4 of your direct
testimony at about Line 847

A Page 4, did you say Line 847

Q Page 4, Line 84.

A Yes, ma'am

Q The sentence that begins, "the conpanies'’
proposals, and within that sentence, you indicate are

i nconsistent with the fixed cost recovery of shares

included in other gas distribution utility rates?
A Yes, ma'am
Q Are you referring to Illinois utilities
when you refer to other gas distribution utility
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rates?
A No, ma'am | was speaking nore broadly.
Q For Illinois, do you agree that the

II11inois Commerce Conmm ssion has been noving to
increased fix recovery through fixed charges?

A Yes, ma'am that's nmy understandi ng.

Q For exanple, for Ameren, they have approved
80 percent fixed-cost recovery in the custonmer
charge?

A Yes, ma'am

Q And simlarly for Nicor Gas?

A Yes, ma'am

Q If I may refer to Page 19 of your direct
testi nony. On Line 409, you refer to decoupling and
customers trading delivery service rate certainty for
rate uncertainty?

A Yes, ma'am

Q Do you agree that the fixed customer charge
does not vary with customer usage?

A Yes, ma'am that's right.

Q But to the extent fixed costs are recovered
t hrough that charge, does that increase rate
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certainty?

A It does.

Q And if more fixed costs are recovered
t hrough a fixed customer charge, would you expect
volunmetric service rates to decrease?

A Woul d you repeat that. ' m sorry. | got
lost in that.

Q | f additional fixed costs are recovered
t hrough a fixed customer charge, would you anticipate
the volumetric service rates would decrease?

A Yes, ma'am

Q Al so on Page 19, but moving up to Line 400
when you di scuss the inposition of a surcharge when
sales would fall short of expectations, that piece of
your testimony?

A Yes, ma'am

Q When you use the term "surcharge,"” are you
referring to the monthly adjustment that happens to
reconcile actual activity to two nonths previous
activity?

A Yes, ma'am

Q And, |ikew se, the term "refund” would be
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t hat same sort of adjustnment?

A Yes, ma'am it woul d.

Q When you tal k about falling short of
expectations, are the expectations to which you refer
the test year sal es?

A Yes, ma'am

Q So it would be whatever the Comm ssion
approved as test year sales would set the
expectations?

A Well, sales are in the revenue per custonmer
model , whatever that allowed revenue per customer was
for that test purpose.

Q What ever the Conmm ssion approved for the
test year?

A Yes, ma'am

Q Movi ng to Page 33, Line 750 of your direct
testinony. You have a parenthetical referenced to
commerci al and industrial transportation service?

A Yes, ma'am

Q Do you have a particul ar service
classification in m nd when you refer to that
service?
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A No, ma' am | don't know what the number
was at the current time.

At the time it was those tariffs that
were relevant to those types of services.

Q Nonresi dential | arge-volume-use custoners,
woul d that be --

A Yes, ma'am that would be one.

Q And on Page 32 and 33, you have severa
percent ages referenced here about fixed-cost
recovery?

A Yes, ma'am

Q And | think one may have been slightly
changed in your errata.

A Ri ght .

Q These are the percentages based on cost
recovery in the customer charge; is that correct?

A From the customer charge revenues, yes,

m' am

Q | n preparing your testinony, did you review

ot her sorts of charges that nonresidential customers
may pay?

A No, ma' am
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Q Can | refer to your Exhibit 4.13, and let's
turn first to Page 1.

A Okay.

Q In the m ddle of that page, roughly, is a
reference to S.C. 4, Service Classification 4.

A Yes, ma'am

Q And the second charge on the list is a
demand char ge.

Do you consi der demand charges to be
fi xed charges?

A Not necessarily, those are charges that
will vary based on the demand of the individua
customers.

Q Woul d they vary based on the customer
usage?

A It would -- they would vary on that

customer's demand, the demand.

Q How woul d you expect the demand | evel to be
set?

JUDGE HI LLI ARD: Could you try to raise your
voice a little. | "' m having troubl e.

THE W TNESS: " m sorry.
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As it's measured through those demand
charges that are sedentary, depending on the fixed.
Q If a rate for customer has its demand | evel
set based on let's say peak usage?
A Ri ght .
Q Woul d you expect then the charge to be

applied to that peak usage number of that demand

| evel ?
A Yes, ma'am
Q For Rate 4 for Peoples Gas, is it correct

t hat under proposed rates, 49.1 percent of the base
rate revenue would be recovered through the demand
charge?

A Yes, ma'am

Q Then if we could turn to Page 2 of the
exhibit, which is simlar data for North Shore and
referring here to Service Classification No. 3, which
t he second charge down is also a demand char ge.

For these Rate 3 custoners, is it
correct that 63 percent of the base rate revenue
woul d be recovered through the demand charge?

A Yes, ma'am
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Q In your analysis about fixed-cost recovery,
did you take proposed Rider SSC into account?

A No, ma'am | did not.

Q | would like to junp briefly back to Page
33 of your direct testinmony.

The bottom of that page carrying over

to Page 34, you testify about under Conmpany's cost
base rationale the nonthly rate for certain customers

could be over $7,000 for Peoples and North Shore?

A Yes, ma'am

Q s that part of your testinony?

A Yes, ma'am

Q Did you base those cal cul ati ons on

Conpany's cost-of-service study?

A Yes, ma'am

Q And did you use data from Schedule E5 in
t hose cal cul ati ons?

A Yes, ma'am

Q So it's your understanding that Schedul e E5
is cost-of-service study?

A That's what | believe the rate nodel of the
cost of service are linked into the fornul ated rates.

425



10

11

12

13

14

15

16

17

18

19

20

21

22

Q Did you review Schedule E6 when you made

t he cal cul ati ons, do you recall?

A | don't recall.
MS. KLYASHEFF: | have no further questions.
Thank you

JUDGE HI LLI ARD: Redi rect ?
MS. LUSSON: Just one m nute please.
(Off the record.)
We have no redirect.
JUDGE HI LLI ARD: Thank you, sir. You're
excused.
(W tness excused.)
JUDGE HI LLI ARD: | suppose you're going to do
M. Moul and then --
MR. LANNON: Your Honor, if | could suggest,
M. MNally and M. McGosin (phonetic) are on their
way here, they should be here somewhat shortly, but
maybe if we could take an early lunch and come back
early, we would |like to have them here for M. Moul.
JUDGE HI LLI ARD: Okay. Anybody have a problem
with that?

(No response.)
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t hat .

MR.

Reconvene at 12: 05,

L ANNON:

somet hing |ike

Thank you, your Honor.

(Wher eupon,

was taken.)

a lunch recess
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AFTERNOON SESSI ON
(Wtness sworn.)

PAUL R. MOUL,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:

DI RECT EXAM NATI ON

BY

MR. JACKSON:

Q State your name for the record, please.

A My name is Paul Ronald Moul, Mo-u-I. The
pronunci ation rhymes with the word "ow ."

Q And what's your business address?

A 251 Hopki ns Road, Haddonfield, New Jersey,
08033.

Q M. Moul, in connection with this
testinmony, did you prepare two pieces of direct
testi nony, which have been marked NS Exhibit 3.0 and
PGL Exhibit 3.07?

A | did.

Q Do you have a correction to each of those
pi eces of testinmony?

A Yes, | do.
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The correction is the same, the page
and |line numbers vary slightly.

| ' m | ooki ng at Peopl es Gas Light
Page 30, Line 674 and for North Shore, the same
correction applies to Page 31, Line 675.

The second word in that row says
Appendi x F and the correct reference in the case of
Peopl es woul d be PGL EX. 3.13D. The correspondi ng
correction for North Shore would be NS EX. 3. 13D.

Q M. Moul, in connection with those pieces
testinmony, did you also prepare the exhibits that
have been marked NS3.1 through 3.13 and PGL Exhi bit
3.1 through 3.13?

A | did.

Q Do you have any corrections to the
exhi bits?

A Not that |I'm aware of at this time.

Q You al so prepared written prefiled rebutta
testimony marked NS/ PGL Exhibit 3.19.07

A | did.

Q Do you have any corrections to that
testinony?
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A | have two in that piece of testinmony.

The first one is on Page 18, Line 367,
sort of towards the end of that row there is a
reference to 3.25, and the correct reference should
be 19.12. In both instances they're Exhibit numbers.

JUDGE HI LLI ARD: 19.12.

THE W TNESS: 19.12, correct, your Honor.

The second one is on Page 25 at
Line 524, the fifth word in there says "tracking," it
should be "trading."

MR. REDDI CK: Was that "treating" or "trading"?

THE W TNESS: Trading, t-r-a-d-i-n-g.

BY MR. JACKSON:

Q I n connection with that piece of testinony,
did you al so prepare the exhibits that have been
mar ked NS/ PGL 19.01 to 19.027

A Yes, | did.

Q Finally, did you also prepare a prefiled
written surrebuttal testimny marked NS/ PGL Exhi bit
36. 07

A | did.

Q Do you have any corrections to that piece
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of testimony?

A Not that |I'm aware of at this time.

Q M. Moul, if | asked you the questions
contained in the prefiled direct, rebuttal testinmony
and surrebuttal testinmny, would your answers be the
same as corrected today?

A They woul d.

MR. JACKSON: Your Honor, | seek the adm ssion
of NS Exhibits 3.0 to 3.13, PGL Exhibits 3.0 to 3.13,
NS/ PGL Exhibits 19.0 to 19.12 and NS/ PGL Exhi bit
36. 0.

JUDGE HI LLI ARD: Obj ections?

(No response.)

Hearing no objection, Exhibits 3.0 for
Peoples and 3.0 for North Shore and the vari ous
attachments and schedules will be admtted, same for

Exhibit 19.0 and Exhibit 36.0 and the corrections

will be noted.
MR. JACKSON: Thank, your Honor. | understand
we need to file an errata and we will do that.

JUDGE HI LLI ARD: Good.

MR. JACKSON: The witness i s avail able for
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Cross-exam nati on.
(Wher eupon, NS
Exhibits 3.0, 3.13 to
PGL Exhibits 3.0 to
3.13, NS/ PGL Exhibits
19.0 to 19.12 and
NS/ PGL Exhi bit 36.0
were admtted into
evi dence.)

CROSS EXAM NATI ON

BY

MR. REDDI CK:

Q Good afternoon, M. Moul. My name is
Conrad Reddick, and | represent the City of Chicago.

My questions generally go to your
general overall approach to determ ning the cost of
equity.

Let me start by asking, do you
consider the equity markets an econom cally efficient
mechani sm that is one that absorbs and acts on
information in an economcally rational manner?

A Overall and generally speaking, | would
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agree with that. There are clearly exceptions,
however .

Q And do you agree that as a result, data
fromequity market transactions are reliable
i ndicators of the information that is available to
t he mar ket ?

A Same response: Generally | would agree
with that, but there are clearly exceptions.

Q There is a term you use often in your
testinony, "investor expectations,” and I'd like to
clarify what you mean by that.

Do you use the termas M. Thomas
defines it in his testinmony as shorthand for the
aggregated effects of all investors' investnment
decisions as indicated by the objective market data?

A | haven't | ooked at each instance where
use that termto know whether | would agree with
M. Thomas as to the meaning in each and every
i nstances.

There are instances where | would
agree with that and |'m sure there is other instances
where | deviate from that definition.
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Q Where woul d that definition not apply?

A Wel |, again, | haven't gone through and
pi cked out each instance where | used that term but
as | understand M. Thomas' testinmny, he's using
that term more as a termof art, and | do that, too,
but | also use the termin a nore general context
insofar as the plain neaning of the words go.

Q That is the ordinary dictionary meani ng of
wor ds?

A Yes, auh- huh.

Q So when you say "in those instances”
i nvest or expectations, you mean what investors
subj ectively expect to happen?

A Well, it doesn't have to be subjective.

You can measures what those

expectations are, but they wouldn't always need to be
based upon a hard data set.

Q They're not subjective, but they're not
based on hard data sets; is that what you said?

A Yes.

For instance, | use investor

expectations in the context of the type of
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i nformation investors would accunul ate and di gest in
maki ng i nvest ment deci sions, but those would relate
to, say, overall market sentiment and those types of
things that may not |limt itself to quantification.

Q What does "market sentiment"” mean?

A In the common vernacular a bull market or a
bear market.

Q And are you saying bull markets and bear
mar kets are not defined by objective data?

A Well, it's more or less in the eyes of the
behol der, sure.

| mean the question is, for instance,
ri ght today, we've gone through an enormous fall off
in stock prices, okay, so is that a bull market
correction or is it the beginning of a bear market?
| can't tell you that.

We m ght be able to tell when we get
two or three or five or ten months down the |ine
whet her we've just gone through a bull market
correction or the beginning of a bear market, but I
can't tell you that today.

Q So that's not something this Conm ssion
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could rely on?

A
Q
t hough?

A

call them anomal ous events.

rates on a more normali zed set

Sure, it can.

You can't tel

It can rely on that.

| that to this Conmm ssi on,

You're not setting rates based upon,

circunst ances.

Q

understand you correctly to say that

results

of

And when you say "normalized events,"

the financi al

mar ket data and somehow normali zes thent??

A

of facts and

model s using objective

That's the role of an anal yst, sure,

take the data and use i

we see in these proceedi ngs often,

i nformed judgment

using it

in the model s that

t he measure of the cost

have the results, it may require additiona

judgments to see if it

Q

me take

it

| wi

You' re | ooking to set

do

one takes the

to

t -- | think the term nol ogy

you use the

in taking both the raw data and

we have to come up with

of equity, and then once you

makes conmmon sense.

So if | understand correctly --

one step at

a tinme.

wel |,

| et

i nformed
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1 |'ve most often heard the expert

2 anal ysts' judgnment enployed in the selection and

3 definition of input data to the nodels, you mean --
4 should | repeat that?

5 A | just didn't catch the one term

6 "Somet hi ng or other data"?

7 Q | had heard that the phrase "anal yst

8 judgment" used in the selection of input data --

9 A Oh, "input."

10 Q -- to financial nodels.

11 Are you saying that there are

12 i nstances where you apply judgment beyond the input
13 to the model s?

14 A Oh, sure. Regul ators do it all the tinme.
15 Q Okay.

16 A They not only | ook --

17 Q | just asked about you.

18 A Yes, | do do that.

19 Q And you employ this judgment with respect
20 to the results of the nmodels, not just the inputs?
21 A Correct.

22 Q So after you have run your models and you
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have a result you use your inmpressions of the market
sentiment to make adjustments as you see fit to the
results of the nodel s?
A | do that, plus I mght do -- make
additi onal judgments as to the reliability of the
final outcomes, and you can do that by | ooking at
outcomes of other models, outcomes of the simlarly
applied data with different groups. There are a
vari ety of ways you can acconmplish that.
Q As | read your testinony, it seenms to nme
t hat what you appear to use as the standard of comon
sense is the results of determ nations by other
comm ssions for other utilities.
| s that accurate or a fair summary of
your approach?
A That's a partial explanation of my
approach.
| did that in my rebuttal. | didn't
do it as part of the direct case.
In the direct case, what | did is I
| ooked at results of specific models and tested to
see whet her they made sense vis-a-vis application of
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the same models with different proxy groups, and al so

the results vis-a-vis the outcone results of other
model s.

Q But in the sections where you discuss
common sense, nmy recollection is that your reference
was to the results summarized in your Exhibit 19.01
| s that accurate?

A Well, that's part of it, but that wasn't
solely the way you would apply conmon sense to see
whet her the output or the results of the nodels
fulfill the standard requirements of a fair rate of
return.

| mean, common sense is part of the
regul atory process.

Q And the requirements of the regulatory --
"' m sorry. | m ssed the phrase you used.

A "The regul atory process."

Q The regul atory process for determning a
return would be a return that commensurate with
enterprises of a simlar risk?

A Yes, and the other principle is the end

result test.
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Supreme Court

i mport ant

end resul

isn't

t provi

deci si ons

beli eve one of the two fanmnous

how you get there,

i ndi cated that, what's

but whet her t

des a fair opportunity for the

utility to recover its costs.

Q

he

Whi ch enphasi zes again the standard for

determ ni ng whether or not that's a fair return

common sense return?

A

Yes.

The standard isn't -

or

you can't get

caught up too nmuch -- well, you have to go through

t he process --

but

you need to | ook at the resul

ts of

the models to see if they fulfill the end results

test for

Q

Comm ssion's

fulfill

ing a fair return.

So you woul d not agree, then, that the

model s al one woul d be an adequate nmet hod of

determ ning the cost of equity?

A

| want

to respond to your

reliance on the results of financi al

guestion, but |

woul d say that's the starting point, that's not

endi ng poi nt.

Q

Okay.

the
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A The Comm ssion clearly has to see the
evi dence and see the results of the models and | ook
at the mpodels, but that's not the end point, that's
t he begi nning of the process.

Q So having run the financial nodels using
obj ective market data, we then |ook at the result and
see if its -- see if we like it?

A Well, we'll see if it makes sense vis-a-vis
ot her nodels simlarly applied data with other proxy
groups of compani es and see what is being done in the
regul atory arena generally.

There is lots more that needs to be
done after you come up with the results of the
model s.

Q Let's |l ook at the data set you use as a
standard for assessing comon sense.

That's Exhibit 19.01, if you want to
| ook at it.

A | have it.

Q Am | correct, based on what you just told
us, that it is your intention that the Conm ssion's
deci si on- maki ng should be affected by the comparisons
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you offer in Exhibit 19.01?

A | agree with that entirely. It should be
affected by it. This should not be the basis for it,
but certainly should have an influence on the
foll owing determ nation

Q You believe themto be useful conparisons?

A Yes, because to provide a return equival ent
to other enterprises of simlar risk, these are the
ki nds of returns those simlar risk enterprises are
bei ng provided.

Q This is part of your determ nation of the
recommendati on that you made?

A It wasn't submtted until the rebutta
part. It wasn't part of my direct case. | used
ot her techniques to apply conmmon sense to the results
of the outcomes, but when we got to the rebuttal
stage, this was part of it, yes.

Q That exhibit shows certain statistica
cal cul ati ons, averages over the period of the
exhi bit.

| think it's at the bottom of the | ast

page.
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A Ri ght .

Q G ven the nature of those statistica
cal culations, isn't it true that the cal cul ated
number would trail the current market whether there
was an increasing trend or decreasing trend sinply
because of the nature of the averages?

A | woul d agree with that, that's right,
because these determ nations by this and other
Comm ssions were based upon a record devel oped in
t hose cases which would predate the final
determ nati on.

| agree with that.

Q And the list in 19.01 includes electric, as

well as gas utilities?
A Yes, sir.
Q And some of the electric utilities are in

t he generation business, as well as the distribution
busi ness?

A Yes, sir.

Q Did you exclude the electric utilities from
your cal cul ation of the mean and medi an returns?

A No, sir, because even if an electric
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utility is fully integrated as generation, t

generation i s subject

delivery part of the busin

regul ati on.

Q

And isn't it tru

shown on your exhibit are

A

Q

A

ess i s subject to

e that some of

hat

to regulation, just |like the

al nost three years ol d?

| think they're maybe two years ol d.

| think the ol de

st one is dated 1/29/09?

1/29 -- let me take a quick | ook at that

"' m not putting ny finger

certainly

Q

accept that.

on that real

qui ck, but

It's on the first page, a little way

hal f way down.

mont hs

year in this case is

in this |

A 1/29/09, it's two years and eight
ol d.

Q Thank you

And t he test

20127

A Yes, sir.

Q Is it true that included
cases where the results were -- |et

restate it

clearly.

me start

the returns

i st are

over

and
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Is it true that some of the cases
shown in your exhibit were reached through
settl ement?

A Yes, sir.

Q And is it also true that in at |east some
of those settlement approvals, the Comm ssion did not
make an expressed determ nation of the cost of
equity?

A | agree that they did not make the
determ nation, but they endorsed what the settl ement
came up with. | mean, they accepted it.

Comm ssions don't always accept every
settlement that's presented to it, but these were
accepted settl ements. | agree with that.

Q Do you know whet her all of the reported
settl ements were unani mous, nore specifically whether
t hey included the agreenment of ratepayer advocates?

A | cannot tell you that.

| do know from personal experience
t hat some settlements go up to conm ssions as
contested settlements, and the Comm ssion will accept
the settl ement and make whatever determ nation it
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needs to.

Q Did you investigate the particulars of the
returns you show as based on settlements; that is,
whet her the return was increased or decreased as a
result of some factor in the settlement?

A Some factor that?

Q That was a part of the settlement?

A | don't understand that question.

Q Did you investigate whether the approved
return was affected by another element of the
settl ement?

A |'m sure they all are. | mean, that's the
nature of the settl ement.

When you settle a case, as
understand it, there is tradeoffs, and they m ght
tradeoff a |ower return for additional project
included in the rate base and vice-versa. That's the
nature of settl ements.

Q Have the settlements been excluded from
your medi an and mean cal cul ati ons?

A No.

Q Do you know how many of the reported cases
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involved offsets, rate freezes or other actions that
were required as conditions of the return award?

A ' m sorry. "' m having trouble hearing your
guesti on.

Q Of fsets, rate freezes or other actions?

A |'m sure there is sone.

New York is notorious for engaging in
mul ti-year settlements. They don't necessarily
involve rate freezes, they're typically step
increases during the settlement period.

Q But we're pretty sure there are sone that
were affected by settlement conditions?

A | agree with that.

Q Yeah, and we don't know what those
conditions were?

A No, you have to | ook at each settl enment
agreement to make that determ nation.

Q And you didn't do that?

A Some of them | did because | was involved
in the cases, but not all of those.

Q Okay. And were those cases, the settlement
cases, excluded from your nmean and medi an
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cal cul ati ons?

A No.

Q I n your

testinony, you testified that

is a factor that should be taken into the account

determ ning the cost of equity.

Am | correct that the utilities you

show on Exhi bit
A | agr

Q Your

19.01 are not of uniform size?

ee with that.

exhi bit does not provide size

i nformati on, does it?

A No.

size

n

Q And you did not adjust the return shown on

the exhibit based on the relative sizes of the

utilities, did you?
A No.
Q Does your exhibit indicate

whet her the

approving Comm ssion had already taken size into

account when it

approved the return shown?

A | couldn't answer that.

Q Do you know whet her any of

the reported

returns incorporated upward adjustnments that this

Comm ssi on has

rejected in the past?
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A Oh, that's a tough question. | don't think
| can answer that. | don't know.

Q So that any potential difference there
wasn't somet hing you took into account when you made
your cal cul ations?

A No, because we all know that this
Comm ssion |ikes to | ook at DCF and CAPM and there
is some orders in here, the comm ssions do follow
t hat process. Some jurisdictions favor one nmodel
over another and apply the models differently than
what m ght be done here.

Q One of the cases shown in your exhibit
included a 50-basis point downward adjustment for
the, as shown in the exhibit: "Reduced risk
associ ated with a revenue decoupling mechanism?"”

| s that comparable information this
Comm ssion should consider in making its
determnation in this case?

A Not in this case, no, because that
adj ust ment was made when decoupling was first
i mpl ement ed, and here we already had decoupling in
pl ace for quite a number of years, and those types of
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adjustnments are typically made when -- when
decoupling is implemented in recognition of change in
risk from not having decoupling to coupling, so the
circumstances are different.

Q Are you saying that after a period of time,
there is no need to make an adjustment because the
mar ket has taken that into account already?

A Sure, that would be one thing, or you can
measure the cost of equity with proxy conpanies
that's already have decoupling, which is becom ng an
i ncreasingly common approach to deal with the risks
of the inmplications of decoupling.

Q And it would be relevant in those
circumstances to determ ne whether the decoupling

mechani sns were pretty much the same?

A | agree with that.
Q Did you make an assessnent of how many of
the cases listed involved utilities of conmparable

risks to Peoples Gas or North Shore Gas?

A Some of them sure, because | worked on
some of these cases.

Q The question was: Did you make a
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determ nati on of how many of the cases |listed --

A No, not.

Q --involved utilities of comparable risk.

A No, | did not do that.

Q So you did not assess the riskiness of each
of the utilities included in this list?

A No, this was an overall view of what
regul ators nationally are granting regul ated gas and
electric utilities. It's not intended to be anything
more than that.

Q How many of the companies on this |list were
i ncluded in your proxy group of conparable compani es?

A | know there is some because | keep saying
At mos pop up on this list. The only one that junps
out at me is Atmos, but there m ght be some others.

| haven't | ooked at each entry.

Q How many conmpanies are in your proxy group?
A Isn't eight?

Q | believe that's correct.

A Hang on let me just check to make sure that

' m stating that correctly. Yeah, eight.
Q So at nost, eight of these conpanies were
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conpani es you identified as being conparable to
Peopl es Gas and North Shore Gas?

A Correct.

Q M. Moul, do you agree that there is a
di stinction between market required return and

subj ective investor expectations?

A Can | have at that question back again
pl ease.
Q | can just repeat it.

Do you agree that there is a
di stinction between the market required return and
t he subjective investor expectations?

A | don't see how you're connecting those two
concepts in that question.

The market required return is whatever
it is we measure using that type of data. And
i nvest or expectations are something that give rise to
t he market required return.

So maybe |I'm just not understanding --
maybe | just don't know enough about your question to
answer it.

Q | think you said fairly forcefully they are
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di stinct.

A One becomes -- | don't know if | want to
say this, but one al nost becomes an input into the
ot her, the expectations are an input into what you
come up with as the market requirement return.

Q | would like to see if we can figure out
exactly what each of us neans. | would like to
explore sonme hypotheticals with you.

If investors expect a 10.5 percent
return, but would invest in a utility of a certain
ri skiness for 9.9 percent return, which is the return
t he Comm ssion should order?

A | don't think a rational investor would do
t hat . | f his expect of return is 10 and a half, he
woul d only invest if he could get 10 and a half out
of that investment.

Q Assume that financial nodels based on
current market data showed a ri sk base cost of equity
for North Shore and Peoples Gas of 9 percent, suppose
further that investors as a group, thought the North
Shore and Peopl e Gas managenment teams were absolutely
terrific and they expected that the conpanies would
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actually earn 10 and a half percent, which of those
returns should the Comm ssion approve?

A | don't see in your question what
di stinction you're trying to get me to draw.

You said to me -- seeking me to pick
one of two returns, but | don't think your question,
at least to me, doesn't make sense as to why
investors would deviate fromtheir required return.

Q So which number is that?

A It's whatever the market says is the
required return.

I n your example, if | understood the
exampl e correctly, it would have been 9 percent.

Q Okay. Did you review M. Thomas' rebutta
testinony?

A Yes, sir.

Q And do you recall that he had in his
testimony a hypothetical about state of Al aska
guaranteeing returns for utilities.

Do you recall that?

A | do.

Q You do?
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A Oh, | recall it quite well

Q Okay.

A | just testified in Alaska |ast week, so
l'"'mqquite famliar with it.

Q Just in case the judges are not fam /i ar
with it, this is the page from M. Thomas' testinmony.

Now, that hypothetical, it describes a
situation where a utility was assured of a certain
return where investors expected that |evel of return
and that the guarantee was provided by an entity that
coul d obtain capital at a cost far below the expected
guar anteed return.

You did not discuss this in your
surrebuttal testinmony, but I'd |like to get your take
on that.

In that situation, what is the risk

based cost of equity in that hypothetical?

A That hypot hetical made absolutely no sense
to nme.

Q So you --

A Because | couldn't see the |logic of some of

t he assunmptions in the hypothetical.
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Q | understand.

A It was illogical.

Q | understand. That's why we have
hypot heti cal s.

A Okay.

Q So it makes no sense to you at all. You

cannot answer that question?

A No.
Q Okay.
A That hypot hetical just makes no sense.

Q Okay. Let's try to make find somet hing

t hat does make sense to you
Suppose investors read Peopl es Gas

testinmony in this case asserting that despite past
Comm ssion orders determ ning specific risk based
returns based on financial models, the conpani es have
earned |l ess than their authorized returns, and as a
result investors actually expect the conpanies to
earn |less than the nmodels indicate in this case,
should the Comm ssion approve the equity return | ower
t han the nodels results in this record?

A In that circunmstance, | would say yes,
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because regul atory agenci es have granted increnments

to the return in the case regulatory attrition

(phonetic) and that causes the utility to
underachi eve its authorized return. | have seen
t hat .

Q Do you agree that the Comm ssion's

objective in this case is to determ ne the
appropriate return for the utilities, Peoples Gas and
North Shore Gas?

A | agree with that.

Q And that its focus is on the returns that
those utilities earn rather than the return that
i nvestors earn on their stock purchases?

A Well, we are using one to come up with the
opportunity for the other.

Now, keep in mnd, there is a big

di stinction between the opportunity that the
Comm ssion provides in its rate case decision of
whi ch the cost of equity is a key ingredient and what
the utilities are actually able to earn due to a
whol e host of factors.

Q Well, my question went to a distinction
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bet ween earnings by the utilities and earnings by
i nvestors.

That is the return an individual
investor m ght earn could be different fromthe
return the utility earns?

A | agree with that.
Q And you al so agree that under rate of

return regulation, there is no entitlement for an

i ndi vidual investor in utility equity securities to

earn any particular return?
A | *'m having trouble with your question.
Are you asking about the utility or
the investor?

Q The investor.

Basically, the rate of return doesn't

reach that far?
A Absol utely not. The regul atory process
doesn't guarantee investors any particul ar return,

the mar ket establishes that return.

Q For exanple, the fact that an investor may

buy a utility's shares at a price above what he can

| ater sell them for does not require that this
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Comm ssion allow the utility to earn only a negative

return?
A " m not with you.
Q Al'l right. | will skinny it down.

If investors | ose noney buying Peopl es
Gas shares, that does not mean the Comm ssion has to
approve a negative return for Peoples Gas?
A No.
Q Okay. Simlarly, if an investor earns |ess
t han he expected from his investment in utility
shares, that doesn't require this Conm ssion to match

a low return for investors with a |low return

aut hori zation for the utility?
A No, unless the regulatory process is
t hrough -- and again, this is the end result idea,

the totality of the regulatory process is denying the
utility the opportunity to actually achieve what the
Comm ssion says is fair.

Q There is a constitutional floor, | think we
can both agree on that.

A Yes.

Q And it is possible that a utility can earn
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its authorized return even though the main investors

and i ndividual investors in the market don't earn

what they expected on the utility investments they
made?

A | agree with that.

Q | believe you mention in your testinmony

t hat you have participated in three successive
Peopl es Gas/ North Shore rate cases.
Over what period of time was that?

A The first rate case was in 2007, the second
2009, and this one in 2011.

Q About four years, five years?

A Five, | guess.

Q And has the Comm ssion applied authorized
returns book value consistently over that time
period?

A No, | don't believe they have.

| think the Comm ssion has been
flexible in the methodology it has used to set the
return and they do vary from case to case.

Q Could you give me an exanple of where the
Comm ssion did not apply the returns to book val ue?
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A " m sorry.

Q Where the Comm ssion did not apply the
return it authorized to the book val ue?

A Oh, that's a different question. Oh, |
agree with that.

Q ' m sorry. Perhaps, | didn't phrase it
clearly.

The question was: \Whether the

II'linois Commerce Conmm ssion has applied the returns
it authorizes to book value consistently over the
period you' ve been involved in Peoples Gas cases?

A | agree with that.

Q Okay. And you have proposed an adj ust nment
based on the market capital structure in each of
t hose cases?

A Yes, sir.

Q And each time the Comm ssion has rejected
t hat adj ust ment ?

A Yes, they have, and | keep trying to conme
up with a better explanation of what |'m proposing
because |I'm not al ways convinced that its fully

under st ood.
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Q | understand.

Well, the question then is: Do you
believe that investors in the equity markets haven't
yet caught on to that Comm ssion applies its
aut horized returns to book val ues?

A Oh, they know that.

Q Okay.

A | mean, in this jurisdiction or any other
original-cost jurisdiction.

Now maybe in fair-value jurisdictions,
there may be a variation fromthat, but | generally
agree with you.

MR. REDDI CK: Thank you, M. Moul.

No ot her questi ons.

JUDGE HI LLI ARD: Okay.
John?

CROSS EXAM NATI ON

BY
MR. FEELEY:
Q Good afternoon, M. Moul. | didn't hear

the way you pronounce your nane.

A The way | pronounce it, it rhymes with the
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word "owl ," but based on will spelling, you would

never get that out of it.

Q Good afternoon, M. Moul. My name is John
Feel ey. | represent the Staff.
If I could direct your attention to

your direct testinony, on Page 3 around Line 547

A | have that.

Q I n your testimny there, you note that the
compani es, and you're tal king about the North Shore
and Peoples Gas and the other, that the conpanies’

stock is not traded; is that correct?

A Yes, sir.

Q Do Peopl es Gas and North Shore have marKket
val ues?

A No, because they're stock's not trading.

Q So your opinion is that because their stock
is not traded, there is no market value for the
compani es?

A There's no active market in their
securities, so you cannot go to the Wall Street
Journal or online or anywhere else to get a quoted
stock price for Peoples Gas Light and Coke or North
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Shore Gas.
| mean, there is a market value -- |

mean, if Integrys decided that they wanted to sell
either/or both of these conpanies, a willing buyer
and a willing seller would come up with a quote
mar ket val ue for them

Q Okay. So they have market value | everages;
is that correct?

A | don't understand the question

Q Well, in terms of their book value, can the
mar ket val ue be greater than the book value or |ess
t han the book val ue?

MR. JACKSON: | can't hear what the question
Is. BY MR. FEELEY:

Q You said you didn't understand the term
"mar ket val ue | everages."

My question to you is: In terns of

t he book value, could the market value be greater
t han the book value or equal to the book val ue or
| ess than the book val ue?

A Theoretically, it would. That's why we use
proxy groups in conpanies in the situation of Peoples
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around North Shore because we don't have a stock
price to | ook at.
|f these conpani es had stock that was

traded, we would | ook at those praise prices, since
we don't have that, that's why we go out and pick out
a proxy group and we use them as a stand-in for what
the stock would be if it was traded, but
unfortunately, it is not.

Q What's your estimate of the cost of equity
for the gas group?

A Well, in my direct testinmony, | came up

with a cost of equity recommendation of 11.25 and

then --
Q " m sorry. What page are you | ooking at?
A Page 5, Line 195, 11.25.
Then | reduced that. "' m | ooking at
Exhi bit 19, Line 146, | reduced that 40 basis points
to 10. 85.

Q Woul d you agree that the market val ues of
t he common equity of the conmpanies in your sanples
are a direct function of how much nmoney they earn?
A That's part of it. Generally, market
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senti ment has something to do with it.

Q So, yes --

A Yes, in part.

Repl acement costs of the facilities
has something to do with it. There is | ots of
factors that bear on that, but you' ve hit one of
t hem

Q Okay. Do you agree that how nuch the
conmpani es in your sanmples earn is a direct function
of the authorized rate of return on rate base?

A Yes, it has a big influence on it.

Q I n your years of financial consulting, you
testified in jurisdictions across the country,
correct?

A Yes.

Q And | think on Page 2 of your Exhibit 3.1,
| think you identified 34 state public utility
comm ssions that you testified in; is that correct?

A Yes, sir.

Q In how many jurisdictions did you not feel
it necessary to present a | everage adjustnment because
a mar ket-val ue rate base was used?
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A | don't know that | could respond to that
gquestion relative to that particular factor, but
there are instances where | do not apply the | everage
adjustment, maybe not for that factor, but there are
ot her instances where | don't use it. | only use it
when it's appropriate.

Q Can you point to any of those, other than
to say that you m ght have done it?

A Sur e.

Last year, | did a case in Indiana for
Nort hern | ndiana Public Service, NI PSCO and I did
not apply a |leverage adjustment there because its
book value equity ratio was so close to the
mar ket - val ue equity ratio of the proxy group, it
didn't warrant an adjustnment.

So I"'mnot trying to quarrel with your
gquestion, but to let you know that there are
i nstances where | don't use the adjustment, but maybe
not for the reason you cited.

MR. FEELEY: Can | approach the wi tness?

JUDGE HI LLI ARD: Yes.

BY MR. FEELEY:
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Q M. Moul, |I'mgoing to hand you to what |
mar ked as identification as | CC Staff Exhibit Cross
Exhi bit No. 4.

(Wher eupon, there was a change
of reporters.)
BY MR. FEELEY:

Q M. Moul, | have marked for identification
as ICC Staff Cross Exhibit No. 4, your response to
Staff Data Request MGM 4.11.

Do you have that front of you?

A | do, yes, sir.

Q And do you intend that response set forth
in | CC Staff Exhibit No. 4 to be the answer to the
guestion posed in MGM Staff Data Request 4.117

A Yes, sir.

MR. FEELEY: Your Honor, | nmove to admt into
evidence | CC Staff Cross Exhibit No. 4.

JUDGE HI LLI ARD: Obj ections?

MR. JACKSON: No.

JUDGE HI LLI ARD: Staff Cross Exhibit 4 will be

admtted into the record.
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(Wher eupon, Staff
Cross Exhibit No. 4
was adm tted into
evi dence.)

BY MR. FEELEY:

Q Okay. M. Moul, | think you indicated that
this is your third Peoples Gas-North Shore Gas rate
case that you've testified in?

A Yes, sir.

Q Okay. And you've testified before the
Comm ssion in other matters invol ving other
utilities; correct?

A | have. |'ve testified in some water
cases.

Q Okay. Do you recall testifying in a Docket
No. 00-0340, which involved Illinois-American Water
Conpany and it was a rate case before the | CC?

A | believe | did a case maybe even two for
t hem | don't recall the docket numbers.

MR. JACKSON: Could | get the docket number
agai n, please?

MR. FEELEY: Pardon?
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MR. JACKSON: Could |I get the docket number
agai n, please?
MR. FEELEY: Docket No. 00-0340.
Maybe | could hand you sonething --
"' m not going to mark this as a cross
exhi bit, your Honor.
BY MR. FEELEY:
Q Let me know when you've had a chance to
| ook that over. | think Page 8 m ght refresh your
recol | ection.
A | haven't read this word for word but I've
scanned through it.

Q Okay. So is it correct that you testified

in | CC Docket No. 00-0340 for Illinois-American Water
Conmpany?

A Yes, sir.

Q Al'l right. And, M. Moul, |ooking at that

same docunment, would you agree that M. MNally also
testified in that proceeding representing Staff?

A Yes, according to the Comm ssion Order he
and M. Gorman were involved in that case along with
me.
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Q Okay. If I could direct your attention to

your rebuttal testinmony. Let's see -- pages 6
t hrough 7.
A | have it.

Q Okay. At Pages 6 to 7 there in your
rebuttal testinonies, you discuss an update to your
anal ysis and you note the results of that are
contained in your Exhibit 19.02; correct?

A Yes, sir.

Q And on that Exhibit 19.02 you present the
model s that you used under inputs; is that correct?

A Correct.

Q Keepi ng that reference but also | ooking at
your direct testinmony on Page 38, Lines 835 to 837 --

A Hang on a second. 835. Got it.

Q 835 to 837, it's on Page 38 of your direct
testinony there. You discuss your initial CAPM
anal ysis and you refer back to Page 32 of that
docunment where you presented Bl ue Chip Financial
Forecasts for corporate -- big A, small double a,

n -- bigA smll -- strike that -- big A small
doubl e aa, n, big B, small aa rated bonds and the
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30-year treasury yields for 2012 through 2016 and
2017 through 2021.
Do you see that?

A Yes, sir.

Q Okay. Did you update that portion of your
analysis in your surrebuttal testinmony?

A | don't know. |'d have to | ook

Q Take your time.

A | am thinking that | did not.

Q So you did --

A | updated the information on the prior page
but not that one.

Q Okay. But that portion of your testinony,
you didn't update the anal ysis?

A Wel |, obviously |I was aware of the |ater
information but | didn't submt it in the exhibits,
no.

Q Woul d you agree with me that treasury bond
yi el ds have fallen since the time of your rebuttal
update of June 30th, 2011, for NS-PGL 19.027

MR. JACKSON: | "' m going to object at this point
on the base of your Honors' prior ruling that we were
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not to be updating prior testimny and exhibits
unless it had already been in the record.
MR. FEELEY: | didn't ask himto update it.
said, Did he update it?
MR. JACKSON: And he said he didn't update it.
MR. FEELEY: ' m asking hima question --
JUDGE HI LLI ARD: We're getting into this thing
we're you're talking to each other. Talk to the
Bench. Don't talk to each other.

Your objection is noted. It's
overruled. The situation is different with a report
that's dated | ast Friday than something that's over
peri od of months --

Since February, is that the point in
time?

MR. FEELEY: No, since his rebuttal update of
June 30th, 2011

JUDGE HI LLI ARD: Well, still -- there's a
period of time that's much more reasonabl e.
BY MR. FEELEY:

Q So I'lI'l ask you the question again.

Woul d you agree that treasury bond
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yi el ds have fallen since the time of your rebuttal
update of June 30th, 201 for NS-PGL 19.027

A | woul d agree, yes, with some of the --

Q Thank you

A -- yeah -- some of the yields on some of
t he obligations, | do.

MR. FEELEY: If I can approach the witness?

JUDGE HI LLI ARD: Pl ease do.

(Wher eupon, Staff
Cross Exhibit No. 5
was mar ked for
identification.)

BY MR. FEELEY:

Q M. Moul, |I've handed to you what [|'ve
asked the court reporter to mark as ICC Staff Cross
Exhi bit No. 5, which is a conmpilation of weekly
Federal Reserve bulletins from July 5th, 2011,

t hrough August 29th -- or through rel ease date August
29t h, 2011.
Do you have that in front of you?
A Yes, sir.
Q Do you see in I CC Staff Cross Exhibit No. 5
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the 30-year U.S. Treasury rate for June 30th, 20117
It's Page 2 under Treasury constant maturities.

MR. JACKSON: | apol ogi ze, but | need to object
as wel | .

These are data begi nning July 5th,
2011, through August 29th 2011. Anything up to
August 15th could and should have been covered by
M. MNally's rebuttal testinmony. | don't know where
the cutoff is as to when is too |ate. But this is
clearly updating material that's already in the
record, and on that basis | object.

JUDGE HI LLI ARD: | don't know that he's
updati ng anyt hi ng. He's asking him a question about
a docunment that extends up until a couple of days
ago. Why don't we wait and see what the question is
before we decide whether or not it's unfair
or whatever.

MR. JACKSON: Yeah, | just didn't want to have
my objection waived by having the informtion come
into the record.

JUDGE HI LLI ARD: Sur e.

MR. JACKSON: Very good.
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JUDGE HI LLI ARD: Go ahead, M. Feeley.
BY MR. FEELEY:

Q M. Moul, do you see the 30-year
Treasury -- U.S. Treasury rate for June 30th, 2011
and woul d you agree that it was at 4.38 percent?

A l'"'mtrying to line up the colums from
Page 1 to 2.

4.38?

Q 4. 38. Yes.

A Yes, | agree with that.

Q Okay. Now, if you'd look to the next
rel ease date of August 8th, 2011.

Okay. For the release of August 8th,
woul d you agree that for every single day it was | ess
than 4.38 percent?

JUDGE HI LLI ARD: For every single day from
when?

BY MR. FEELEY:

Q Well, okay, M. Moul if you |look at all the
rel eases, the August 8th release, the August 15th
rel ease, the August 22nd rel ease and the August 29th
rel ease, the rates cited for every single day in
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August was | ess than 4.38 percent; correct?
A | agree with that.

Q Woul d you al so agree that the rate was

bel ow 4 percent for every single day in August except

for August 1st which was just over that at
4. 07 percent?

A | agree with that.

Q And if you |l ook at the week ending rates
woul d you agree that they show a trend to be -- a
trend to be clearly downward with the week ending
July 1st being 4.36 percent; the week ending
August 5th, being 3.88 percent; the week endi ng
August 12th being 3.66 percent; and the week ending
August 19th being 3.5 percent; and finally the week
endi ng August 26th being 3.53 percent?

A What was the | ast nunmber again, please?

Q For the week endi ng August 26th, 3.53

percent ?
A Yes, sir, | agree with that.
Q Okay.

MR. FEELEY: Your Honors, at this time Staff

woul d move to admt into evidence |ICC Staff Exhibit
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No. 5.

JUDGE HI LLI ARD: Which one is 5, John?

The interest rate document?

MR. FEELEY: Yes, it's -- at the top it says
Board of Governors The Federal Reserve System and
they're rel eases on --

JUDGE HI LLI ARD: Okay. | got it.

Obj ections?

MR. JACKSON: | "' m going to object to the
i ntroduction of the document and nopve to strike the
guestions and answers on it on the grounds that up --
at |l east up to August 15th this is information that
could have and should have been included in
M. MNally's rebuttal.

Any information thereafter constitutes
updating of prior information in the record, new
information that was not filed in accordance with the
prefiled schedule. And also on the base of your
Honors' earlier ruling prohibiting M. Fetter from
updating his S&P materi al

MR. FEELEY: Can | respond?

JUDGE HI LLI ARD: Yes.
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MR. FEELEY: | think the objection fromthis
morning was to a witness updating his analysis and
parties not having an opportunity to respond to that,
that's what that witness this morning was doing. " m
not doing that.

JUDGE HI LLI ARD: Why are you doing it?

MR. FEELEY: |'"'m showing -- I"'mnot -- I'm
showi ng that since the time that this witness filed
his testimony that factors that he | ooked at have
changed.

JUDGE HI LLI ARD: All right. The objection is
noted for the record. Overrul ed.

And Staff Cross Exhibit 5 is admtted
into the record.
(Wher eupon, Staff
Cross Exhibit No. 5
was admtted into
evi dence.)
BY MR. FEELEY:

Q Al'l right. M. Moul, is it correct that
you use Zacks growth rates for your DCF anal ysis?

A Yes, that was one of the inputs | used. I
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used a variety of inputs but that was one.
Q Okay. But you did not use Zacks betas for
your CAPM, is that correct?

A No, sir.

Q Pardon?

A No, sir.

Q Did you use Zacks betas for your CAPM?

A No, sir.

Q Al'l right. Do you have copies of your work
papers here? [|If you don't, | have them

A | m ght have el ectronic copies on ny
conmput er.

Q M. Moul, |I've handed to you what |

represent is Pages 17 through 32 of your rebuttal
wor k papers.
Do those | ook |ike your rebuttal work

papers?

A Yes, sir.

Q Okay. And those are for the conpanies in
t he gas group; correct?

A Yes, sir.

Q Okay. For AGL Resources, what is its beta
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according to your work papers there?

A According to Zacks publication, the beta is

Q For the next conpany, Atmos Energy Corp.
what is its beta?

A 0. 53.

Q For the next conpany the Lacl ede Group
| ncor porated, what's its beta?

A 0. 08.

Q For the next conpany, New Jersey Resource,
what is its beta?

A 0.109.

Q Al'l right. And for the next company,
Nort hwest Natural Gas Conpany, what is its beta?

A 0. 31.

Q For the next conpany, Piednmont Natural Gas
| ncor porated, what is its beta?

A 0. 26.

Q For the next conpany, South Jersey
| ndustries |Incorporated, what is it its beta?

A 0. 30.

JUDGE HI LLI ARD: How many of these are we going
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to do?

MR. FEELEY: We got one nore.
BY MR. FEELEY:

Q For the final company, WGL Hol di ngs
| ncorporate, what is its beta?

A 0. 25.

Q Do you know if Morning Star publishes
bet as?

A |'d have to go back and check. | think
t hey do, but I'd need check on that.

Q It is correct that your source for the
| BES, slash, first call growth rates are the Yahoo
Fi nance Pages included in your work papers?

A Yes, sir.

Q And Yahoo Finance al so publishes betas

correct?
A Yes, sir.
Q But you don't use Yahoo Finance beta for

your CAPM correct?

A No.

Q If |I could direct your attention to your
Page 3 of NS-PGL 19. 009.
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JUDGE HI LLI ARD: Page 3?
THE W TNESS: | have that.
BY MR. FEELEY:

Q Yeah. Page 3 of NS-PGL 19. 009.

A Oh, 09. ' m sorry. "' m not with you.
have t hat.
Whi ch page.
Q Page 3.
A | have that.

Q Okay. Looki ng at that Page 3 of 19.09 you
use the July 1st, 2011, Blue Chip Financial Forecast
in your rebuttal update of your risk prem um
analysis; is that correct?

A Yes, sir.

MR. FEELEY: If I can approach the w tness.

(Wher eupon, Staff
Cross Exhibit No. 6
was mar ked for
identification.)

BY MR. FEELEY:

Q M. Moul, |I've handed to you what [|'ve
asked the court reporter to mark as I CC Staff Cross
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Exhi bit No. 6. And it's the August 1st, 2011 Bl ue
Chi p Fi nanci al Forecasts.

Do you agree that's what that |CC
Staff Cross Exhibit No. 6 is?

A | do.

MR. FEELEY: At this time |I'd nmove to adm t
into evidence ICC Staff Cross Exhibit No. 6, the Blue
Chi p Financial Forecast, August 1st, 2011.

MR. JACKSON: Obj ection, your Honor, now
M. Moul is being required -- or being asked to
update directly information in his testinmony.
There's no -- absolutely no distinction between Staff
effective requiring M. Moul to update his
information and us trying to have our wi tness update
his own information.

JUDGE HI LLI ARD: | don't think they' ve asked
himto update anything. They've asked himto
identify this document which is a docunment that the
relied upon or a different -- addition of the same
document he relied upon in his testinony. He hasn't
made any coments.

MR. JACKSON: No. They've offered into
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evi dence the August 1st version of a July 1st
document he relied on in his testinmony.

If I were offering the same document,
| woul d be accused of having my wi tness updating his
own i nformation.

JUDGE HI LLI ARD: No. It isn't updating the
documents that's the problem The problemis if you
update with a document that's -- was released in so
short a tinme period that the other side hasn't had

time to review it, that's inappropriate.

This is an August 1st document. This
man is an expert in his field. | f he's not fam i ar
with this document, if he hasn't seen this document,

that's somet hing you can establish on redirect.
Your objection's overrul ed.
BY MR. FEELEY:
Q M. Moul, | have just a few more questions
for you.
| direct your attention to your direct
testinmony Lines 652 to 655.
A 6507

Q " m sorry. Your Exhibit 3.0, 652 through
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655?
A | have that.
Q In your testinony there you're discussing
bond yields; is that correct?
A | mention them sure.
Q Well, you use themin your risk prem um
anal ysis; correct?
A Yes, it was one of the building blocks of
the risk prem um anal ysis, correct. | agree with
t hat .
Q And that's what you further discuss at
Line 661 through 662; correct?
A Yes, sir.
MR. FEELEY: If I can approach the w tness.
JUDGE HI LLI ARD: If I haven't said so already,
Staff Cross Exhibit 6 is admtted into the record.
(Wher eupon, Staff Cross Exhibit
No. 6 was admtted into
evi dence.)
(Wher eupon Staff Cross Exhibit
No. 7 was marked for
identification.)
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BY MR. FEELEY:

Q M. Moul, |I've asked the court reporter to
mark for identification as ICC Staff Cross Exhibit
No. 7, which are the Moody bond yi el ds as of
August 29, 2011.

Do you have that in front of you?

A Yes, | have that.

Q And you used Moody bond yields in your risk
prem um anal ysis; correct?

A Yes, sir.

MR. FEELEY: Your Honors, at this time Staff
woul d moved to admt into evidence |ICC Staff Cross
Exhi bit No. 7, the Moody bond yields as of August
29t h, 2011.

MR. JACKSON: Obj ecti on.

JUDGE HI LLI ARD: It's the same objection;
right?

MR. JACKSON: Well, but this one's August 29th,
clearly too | ate. | f August 26th was too |ate the
29t h ought to be too | ate.

JUDGE HI LLI ARD: | think there's a substantive
di fference between trying to update your testinony
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and being cross-exam ned about docunents you relied
upon in formng testinony about trends in the
mar ket pl ace.

So your objection is noted and
overrul ed, and the exhibit will be admtted into the
record.

(Wher eupon, Staff Cross
Exhi bit No. 7 was adm tted
into evidence.)

MR. JACKSON: Okay. But may | raise one point?

JUDGE HI LLI ARD: Sur e.

MR. JACKSON: | believe your characterization
of the S&P Report we tried to get in earlier was not
correct. It was just like this document. It's an
updat ed version.

JUDGE HI LLI ARD: The differences is between
cross-exam nation and direct exam nation. That's the
difference.

MR. JACKSON: Okay.

JUDGE HI LLI ARD: Go ahead.

MR. FEELEY: |'m sorry. That was admtted into
evi dence?
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JUDGE HI LLI ARD: It was adm tted.
MR. FEELEY: Thank you, M. Moul. That's all
have for you.
THE W TNESS: You're wel come.
JUDGE HI LLI ARD: Redi rect.
MR. JACKSON: May | have a moment ?
JUDGE HI LLI ARD: Sur e.
(Wher eupon, a discussion was had
off the record.)
MR. JACKSON: Okay. ' m ready.
JUDGE HI LLI ARD: Okay. Proceed.
MR. JACKSON: Thank you, your Honor.
REDI RECT EXAM NATI ON
BY
MR. JACKSON:
Q M. Moul, | want to point your attention to
Staff Cross Exhibit 6, the second page. I f the
Comm ssion were | ooking for the nost up-to-date and
rel evant information pertaining to the utilities test
year, what forecasts of interest rates should they be
| ooking at on this page?
A | woul d be | ooking at the forecast for 2012
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and in particular for the fourth quarter of 2001.

Q Why is that?

A Well, those are the most relevant forecasts
that are being made in the Blue Chip publication and
it also correspondences with the test year in this
proceedi ng.

Q And how do the fourth quarter 2012 interest
rates for Corporate A and Corporate B bonds conpare
to the interest rates you relied on in your analysis
dated July 1st, 20117

A There's hardly any difference in the realm
of AAA rated corporate bond yields. The nore recent
August the 1st forecast is showing a 5.6 percent
yield as opposed to a 5.7 yield that | used in ny
rebuttal update. Hardly any change.

And for BBB, also known as BAA bonds,
the forecast yield is 6.5 percent. Again, very small
change fromthe 6.6 percent that | used in ny
rebuttal up dates.

Wth the forecasts in the fourth
guarter of 2012 even though interest rates have
fall en, as we noted earlier in the Treasury market,
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the forecast for corporate bond yields hasn't been
anywhere near that |arge of a decline.

Q And how about for the 30-year Treasury
note?

A Returning to the Treasuries that we talked
about earlier the forecast in the fourth quarter 2012
of is 5.0 percent. That's compared to the 5.2 | used
in my rebuttal testinmony. Down, yes; but not -- not
significantly | ower.

So when you get to the far end of the
yield curve, the forecast do not show near the type
of decline that we've seen just in the |ast couple
weeks for the Treasury bond yi el ds.

Q M. Feel ey asked you about Yahoo.com betas,
do you recall that question?

A Yes, sir.

Q Coul d you explain why you don't use the
Yahoo. com bet as.

A Mostly because | don't have a good handl e
on how they're devel oped. Unli ke the Val ue Line
betas, we don't know whet her Yahoo is computing those
betas themsel ves or they're purchasing them from an
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out si de vendor. We don't know if they're adjusted or
not, although |I suspect they aren't only because of
t he magnitude of the difference in the betas. W
don't know the independent variable that was used in
the Value Line -- or in the -- we don't know the
i ndependent variable used in the Yahoo betas, where
we do know what that is in the Value Line beta. W
don't know the measurement interval
There's just such a | arge nunber of

guestions as to how Yahoo went about publishing their
beta and whether they're even their own. But on the
Val ue Line side, we do know how those are done.

Q | want to go back now to M. Reddick's
di scussion with you and there was some di scussion
about bull and bear markets and whether -- it's an
obj ective fact as to whether or not such a market
exi sts.

Woul d you agree that whether a bull or

bear mar ket exists could be a matter of opinion?

A Certainly when it's occurring it's a matter
of opinion. Wth hindsight, |ooking back, if we were
in 2012 or 13 | ooking back at what the market
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conditions are today, we could pretty much tell

whet her the falloff in stock prices was a bull market
correction or the beginning of a bear market. We'll
eventual ly know at some point out in the future but
today it is a matter of opinion.

Q Now, with respect to today's investor
expectations would you agree that investors could
have different expectations -- or I'msorry --

di fferent opinions about whether we are currently in
a bull or bear market?

A Sur e.

Q And in your work devel oping cost of equity
recommendati ons for the Comm ssion, are you | ooking
at the expectations of any individual investor in
particul ar or not or what?

A No, I'm | ooking at a market consensus.
That's why when we | ook at these forecasts we get
from anal ysts they're typically a consensus.

Q M. Reddick asked you some questions
regarding the analyst's use of judgment in com ng up
with a cost of equity reconmendati on.

Woul d you agree that the anal yst nust
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use judgment in determ ning which nodels to use?

A Absol utely.

Q Woul d you agree that the analyst has to use
judgment in which version of individual models to
use?

A | agree with that.

Q Woul d you agree that the analyst has to use
judgment in determning the data inputs to the
model s?

A Yes.

Q The anal yst can select from various sources
of different sources of market data; correct?

A Yes.

Q And do you agree that the analyst needs to
use judgment in interpreting the results of the
model s?

A Absol utely.

Q M. MNally and M. Thomas use judgment in
maki ng each of those decisions in enmploynment of their
model s don't, they?

A Certainly with regard to the inputs, yes,
and the fornms of the nodel, correct.
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Q And which nodels to use?

A Sur e. For instance on DCF whether they use
a constant or a non-constant form of the model,
that's a basic judgenent.

Q Whet her they use a risks prem um nmodel or

not ?

A Correct.

Q They use judgment interpreting the results
of the mopdels as well, don't they?

A Not as much as | would |ike to see them
use.

Q M. Reddick asked you several questions

regardi ng Exhibit 19.01 which was the collection of
other returns -- or return awards for the utilities
in Il'linois and other states.

Was that exhibit put together as a
proxy group on which a ROE recomendati on should be
based in this case?

A Oh, no, it was -- the data was assenbl ed
for the sole purpose of gauging the overall
parameters of the types of returns that regul atory

agencies are giving public utilities.
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Q For that purpose, is it necessary to know
all the details behind each and every one of the
return awards?

A No, not for that purpose.

MR. JACKSON: That's all | have. Thank you

JUDGE HI LLI ARD: Recr oss?

MR. REDDI CK: One questi on.

RECROSS- EXAM NATI ON
BY
MR. REDDI CK:

Q I n your response to one of M. Jackson's
guestions you nmentioned reliance on the market
consensus as opposed to individual investors.

s the market's consensus you referred
to documents publish by equity market anal ysts?

A Sure. We've tal ked about some of them
| bis, Yahoo Finance, Zacks, those types of --

Q Thank you

A -- and that's what they are. They're
surveys and then it's a consensus of the survey.

MR. REDDI CK: Thank you

JUDGE HI LLI ARD: Re-redirect?
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MR.

JACKSON:

JUDGE HI LLI ARD:

THE W TNESS:

JUDGE HI LLI ARD:

JUDGE HI LLI ARD:

announcenment to make.

earlier

Duri ng

rulings and |

No.

Thank you, sir.

You're wel cone.

Let's take a little break.

(Whereupon, a recess was taken.)

Okay. | have a

little

the break |I was pondering ny

decided |I'm goin

mysel f on Cross Exhibit 7, that the ti

t he day

of

the document is the 29th.

g to reverse
me period --

And t he date of

t he document that | came up this morning was

approximately that ti

fair to both sides,

me period. And |

regarding Cross Exhibit 7 will be stri

record.

MR.

know i f

just wanted to | et

JACKSON:

Before we get

think to be

t he questions and the docunent

cken fromthe

started, | don't

this needs to be on the record or not, but I

i ndul gence,

Cross.

to cover

Our

peopl e know t hat,

mysel f and M. Ei dukas hav

wor kl oad

he's | ust

did not allow me

aski ng questions

with your

e split the
to -- at | east
regardi ng the
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princi pal components analysis part of the rebuttal.

JUDGE HI LLI ARD: All right. So your area's
going to be what?

MR. JACKSON: My area would be everything el se.

JUDGE HI LLI ARD: You' re doing the principa
conponents anal ysi s?

MR. EIl DUKAS: Yes.

JUDGE HI LLI ARD: And who's going to go first?

MR. JACKSON: | will go first. And | will have
no questions on the principal components anal ysis.

No overl ap.

JUDGE HI LLI ARD: We're going to follow the rule
that within each area only one | awyer asks questi ons.
You don't get to tag teama witness. All right.

(Wtness sworn.)
MR. FEELEY: At this time staff would call it's

next w tness, M. M chael MNally.
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M CHAEL McNALLY,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:

EXAM NATI ON

BY

MR. FEELEY:

Q Coul d you please state your name for the
record.

A M chael McNally, Mc-N-a-I|-I-y.

Q And, Mr. MNally, who are you enployed by?

A The Illinois Commerce Conm sSsion.

Q M. MNally, do you have in front of you a
document which has been marked for identification as
| CC Staff Exhibit 5.0 corrected, direct testinony of
M chael McNally, 38 pages of narrative text and
attached schedules 5.1 through 5.557

A Yes.

Q M. MNally, was I CC Staff Exhibit 5.0
corrected and attached schedul es prepared by you or
under your direction, supervision and control ?

A Yes.

Q Do you have additions, deletions or
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modi fications to make to that -- your testinony or
schedul es?

A No.

Q M. MNally, do you have in front of you
what's been marked for identification as | CC Staff
Exhi bit 14.0, rebuttal testimny of M chael MNally
and attached Schedules 14.1 through 14.4?

A Yes.

Q M. MNally, was | CC Staff Exhibit 14.0,
the narrative testimny and the attached schedul es,
prepared by you or under your direction, supervision
and control ?

A Yes.

Q Do you have any additions, deletions or
modi fications to make to | CC Staff Exhibit 14.0 or
the attached schedul es?

A | have a handful.

The first one's beginning on Page 13.
The reference in Footnote 25 should be to NS-PGL
Exhi bit 19.0, Page 15.
Q Whi ch footnote was that?

A 25.
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JUDGE HI LLI ARD: 19. 0.

THE W TNESS: | nstead the PR-2.0, Page 16, it
should be 19.0, Page 15.

JUDGE HI LLI ARD: Okay.
BY MR. FEELEY:

Q Any ot her ones?

A Yes.

On Page 16, on Line 348, the word,
principal should be spelled p-r-i-n-c-i-p-a-I. And
t he same goes in Footnote 32 for the second word.

On Page 21, the Q and A beginning on
Li ne 440 should reference -- the second |line should
say, Associated with a 55.06 percent conmmon equity
ratio than there is with a 66.37 percent compn
equity ration, rather than 69. 37.

And then again on Line 445, that 69. 37
shoul d be corrected to say 66.37. And | would add
the word "concurrent"” before that.

MR. JACKSON: "' m sorry where did the
"concurrent" go?

THE W TNESS: Between "the" and the nunber
"66.37."
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MR. JACKSON: Concurrent. Okay.

THE W TNESS: And then finally on the same page
Footnote 45, the entire reference should be stricken
and replaced with NS-PGL Exhibit 19.06, Page 1.

MR. FEELEY: Your Honors, | would note that
t hose Exhibits 5.0, and the Schedules 5.1 to 5.5 were
filed on e-Docket on July 19th, 2011 and rebuttal
with the schedules filed on August 15th 2011.

BY MR. FEELEY:

Q M. MNally do you intend your testimony
contained in ICC Staff Exhibit 5.0 and attached
Schedules in 14.0, your rebuttal testinmny and
attached schedules to be your sworn testimony in this
proceedi ng?

A Yes.

MR. FEELEY: At this time Staff would move to
admt into evidence ICC Staff Exhibit 5.0, corrected,
and the attached schedul es; and | CC Staff
Exhi bit 14.0 and the attached schedul es, that being
the rebuttal testinmony.

MR. JACKSON: No obj ecti on.

JUDGE HI LLI ARD: | s there surrebutta

502



10

11

12

13

14

15

16

17

18

19

20

21

22

testinony?

MR.

FEELEY:

Rebuttal | s

JUDGE HI LLI ARD:

admt surrebuttal

" m sorry.

MR.

FEELEY:

| know,

testinony?

Yeah.

JUDGE HI LLI ARD:

MR.

JACKSON:

ai d.

but are you going to

You didn't

Okay. Obj ections?

No obj ecti on.

JUDGE HI LLI ARD:

Exhi bits

-- Staff

do any --

Exhibits 5.0

with attachments and 14.0 with attachments or

schedul es are admtted into the record.

MR.

Cross-exam nati on.

FEELEY:

M. MNally is available for

JUDGE HI LLI ARD:

MR.

JACKSON:

(Wher eupon, Staff

Exhi bi t

Nos.

5.0 and attachnments and 14.0

and attachments were adm tted

into evidence.)

Who's going to go first?

am your

Honor .
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CROSS- EXAM NATI ON
BY
MR. JACKSON:

Q Go good afternoon, M. MNally. | " m Brad

Jackson on behalf of the Utilities in proceeding.

M. MNally, do you agree that
estimating a firm s cost of equity involves a m x of
art and science?

A Yes.

Q Do you agree that each of the model s that
anal ysts use to calculate the cost of equity require
the exercise of some subjectivity by the analyst?

A Yes.

Q Do you agree generally with my discussion
with M. Moul that you need to choose the model to
use, what version of the nodel to use, some choice
among data i nputs and wei ghing of the results?

A There is judgnment involved in those steps,
yes.

Q Yes. Thank you.

Woul d you al so agree that each of the

model s that anal ysts use have their own shortcom ngs
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that can result in msstating a firm s cost of
equity?

A Yes.

Q So | take it you would agree that
determning a firms ROE or setting an authorized ROE
for a utility isn't as sinple as running a model and
getting a result?

A No. | do agree.

Q Thank you

Now, when you estimate cost of equity
in these cases you typically employ the DCF and CAPM
model s; correct?

A Yes.

Q Do you agree with M. Moul that the DCF
suffers from a degree of circularity to the extent it
relies on investor expectations in its inputs?

A Can you clarify how that -- where the
circularity lies?

Q To the extent that data that is relied on
for the DCF are measures of investor expectations,
does that create any sort of circularity in the
model ?
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A No, we use that -- | mean, the fact that
they reflect data -- | mean, investor expectations is
exactly what we were trying to measure.

Q Maybe | m sunderstand.

Have you -- are you aware of

criticisms of the DCF nmodel that there is circularity

to it?

A | have heard that argument in previous
cases. | can't remenber exactly what the specific
argunment was, but | do know peopl e have made t hat
argument .

Q I s that an argument you subscribe to or

agree with?

A No.

Q Okay. Do you agree that the DCF model does
not adequately recognize capital gains yields arising
from stock price growth?

A Can you repeat that question.

Q Sur e.

Do you agree that the DCF nodel does
not adequately recognize capital gains yields arising
from stock price growth?
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A No.
Q Do you remember agree that one of the
[imtations of the CAPM nmodel is that considers only

system c risk?

A | don't believe that to be a limtation.
Q |'m sorry, | didn't...

A | don't believe that to be a limtation.
Q It does not consider risks specific to an

i ndustry or firm correct?

A It does to the extent that they are -- that
that firms -- variability of that firm s price
varies with the market.

Q But ot herw se, the CAPM nodel does not
consider risks that are specific to a firm or an
i ndustry; is that correct?

A No, the intention is to have -- it assumes
a well-diversified portfolio and does not award --
reward investors for having poorly a diversified
portfolio. That -- in which the specific conpany's
specific risk can be diversified -- can be mnim zed
t hrough diversification.

Q Woul d you agree that the assunption that
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all investors have well-diversified portfolios is not
necessarily true in the real world?

A But we don't reward investors who invest
poorly -- the market doesn't. So, yes, | -- no, |

agree that not every investor has a well-diversified

portfolio -- or at least | don't doubt that one bit.

Q Now, regulator risk is an unsystemc risk
correct?

A Yes, that would be -- specific to certain
companies in -- under a specific jurisdiction.

Q | guess to rephrase | could say public
utility regulatory risk would be a risk -- unsystemc
risk specific to public utilities; is that fair?

A " m sorry. Can you repeat that.

Q Public utility regulation by the |ICC and

ot her comm ssions would be an unsystem c ri sk

associated with public utilities as an --
A Yes, you're saying they're not -- they're
not systematic relative to -- you know, fromlllinois

to lowa to California.
JUDGE HI LLI ARD: M. MNally, can | you ask you
to move your m ke down a little bit, your audibility.
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BY MR. JACKSON:
Q Do you agree that for portfolios of betas

|l ess than 1.0 the CAPM understates the return?

A | don't believe financial studies have
demonstrated that to be -- that to be true.
Q And | take it then you don't -- you would

not agree then either that for portfolios of betas

greater than 1.0 that CAPM overstates the return?

A Not necessarily.
Q Is it a potential Iimtation of the CAPM
that it could have this relationship with -- between

the beta and the end result? |Is that a potenti al
limtation or problem?

A If it were true -- people have studied and
the results have been inconclusive. So, yes, if it
were true, but we don't -- that's the whole point is
we don't know it to be true.

Q Okay. Do you agree that the utilities
compete for capital with other utilities nationally
and even other firms nationally?

A Certainly.

Q ' m want to ask you a coupl e gquestions
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about your criticismof M. Mul and his use of
historical data in his analysis. | just want to make
sure we understand each other with respect to that
use.

Is it correct that with respect to the
growt h conponent of his DCF analysis, he reviewed
hi storical and forecast earnings per share growth and
t hen picked a point estimte based on his review of
t hat data?

A |'d have to doubl e check, but | think
that's correct.

Q Woul d you like time to check or you just
accept that subject to check?

JUDGE HI LLI ARD: Why don't we do it subject to
check?

THE W TNESS: Okay. Subject to check.

BY MR. JACKSON:

Q So it wouldn't be exactly correct to say
that he simply took a historical earnings per growth
rate and plugged it into his nodel; correct?

A He used forward-I|ooking growth rates, so,
yeah -- no. No, he did not historical data for his
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growth, as | have used the word.

Q But when you say in your testimony that
M. Moul should not have used historical data in his
analysis, is there any instance that you can point to
where he literally took a point of data that's
hi storical and plugged it into the model versus a
consi deration of historical data among other data to
pick a point estimte?

A Yes, in fact, that's the criticism-- the
only criticism|l have as far as historical data goes
was with regard to -- let me see if | can find it
here -- equity risk premumestimated in his risk
prem um model .

Q And there he averaged data for the S&P
utilities over two historical periods and then
adjusted the result, did he not?

A You are referring to the 6.23 percent that
he adjusted downwards to 5.50 percent?

Q | don't have the exact percentages -- or
rates at my fingertips.

But subject to check, yes.
A Yes, he adjusted that for the difference in
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ri sk between the sample from which he -- fromthe
index from which he gathered -- he estimated 6.23 for
application to the gas group.

Q Are there any other points in M. Moul's
anal ysis where this criticismof use of historical
data applies?

A | "' m not certain. As | said in ny direct
testimony, the only one | directly addressed was his
risk premum nmodel, as | recall at | east. ' m pretty
certain that's true.

Q | would like you to take a | ook at Page 10
of your rebuttal Exhibit 14.0.

A Al'l right.

Q Al'l right. And specifically note Footnote
21. And there you're describing the week of
August 8t h, 2011, where you had -- | think as we all
know -- the stock market was rising and falling
dramatically day by day; correct?

A Yes, that's what | depict there in the
first sentence.

Q And you state that the high degree of daily
volatility indicates the market was not at
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equilibriumthat week; correct?

A Yes.

Q | s your point there that when there is a
hi gh degree of daily volatility in the market, that
if one were to rely on data from those days, the

model results m ght not be reliable?

A ' m not sure if reliable is the correct
wor d. But as | indicated, | would not recomend
using that date because the extreme volatility --
every day there's some volatility. But in that

particul ar week it was particularly volatile. So |
recommended agai nst the use of that week.

Q What | guess I'"'mtrying to get at is, so
what's the problem? Why would you not have anyone --
have the Comm ssion rely on data from those days due
to the volatilely? What problemis there with model
results based on that data?

A Fi nances -- well, as you asked earlier,
finances are art, part science. It's a soci al
science to a degree. Part of finance is behavioral
and people react and overreact and from day to day in
times of high volatility that frequently is the case
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and there's typical -- typically you can have a sw ng
and then a correction.

Q And so if | put nmy reliability word aside
if one based their nodels on data during this time
period, would your concern be that the nmodels would
produce an inaccurate result? Or use your own term
l'"'mtrying to get at --

A | naccurate m ght be a -- | think would
probably be a -- it mght be a better word.

Q Okay. Cl ose?

A Yeah.

(Wher eupon, there was a change

of reporters)

(Change of reporter.)
Q Your direct testinmny, Page 26.
At 507 and 508, you state that in the

Conpany's previous rate case, market conditions were
much worse and for that, you point to the VIX, V-1-X,
| ndex, correct?

A Yes.

Q And the VI X was up around 40 in December
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2008, correct?

JUDGE HILLIARD: |If you're going to use an
acronymand it's the first time, can you explain it
for us.

MR. JACKSON: " m sorry. Yes. VIX, V-1-X, is
an acronym for the Chicago Board Options Exchange
Vol atility I ndex.

JUDGE HI LLI ARD: Thank you
BY MR. JACKSON:

Q s that right, that in Decenmber 2008 time
frame, the VI X was at about 407

A Yes.

Q Woul d you accept, subject to check, that
the VI X has averaged al nost 40 since the S&P
downgraded the U.S. credit rating?

A What date was that?

Q August 5t h.

A Boy.

JUDGE HI LLI ARD: Have you got a document to
show hi n?

THE W TNESS: That would be very hel pful.

BY MR. JACKSON:
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Q Do you know?

A | don't know.

Q Okay.

A | haven't | ooked that up.

Q If I could then direct you to your -- back

to your rebuttal, Page 8.

A Okay.

Q At the top of the page, you state that you
use a sanmple to mnimze the effects of any potenti al
inefficiencies in stock prices, correct?

A Yes.

Q And you also state that estimates for a
sampl e as a whole are subject to | ess measurenment
error than the individual conpany estimates, right?

A Yes.

Q Now, how does -- tell me how the use of the
sampl e can make the inefficiencies in individua
stock prices go away so that there's |l ess measurement
error.

A To the extent you pick an unbias sanpl e,

m sstatement of the estimate for each -- any single
company is just as |likely to be above or bel ow the
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true mean.

Q So in effect, the inefficiencies on either
side cancel each other out; is that --

A lt's sort of like a diversification of a
portfolio, yes, that's the assunption.

Q Did you perform any analysis with respect
to the specific sanple to determ ne whether that was
the case here?

A You know, | don't recall. | have in the
past | ooked at i ndividual results and the standard
devi ation of those results fromthe mean. And |
typically do that, but | can't say whether | did that
in this case or not.

Q And then your rebuttal on Page 21, the Q
and A starting at Line 440, are you saying that if
you have a group of conmpanies, a portfolio, and their
cost of equity was established based on a marKket
equity ratio of 66 percent, that there'd be no
difference in the cost of equity if it was nmeasured
based on a 55 percent book value ratio?

A No, that is absolutely not what |'m saying.

Q So the cost of equity would vary depending
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on the equity ratio, correct?

A If a Company's equity ratio was -- if you
take the same com -- the sane sanple, all else
equal, and the only difference is the equity ratio is
55 percent, it will have a higher degree of financial
risk than if that same conmpany had a 66 percent
equity ratio; but a company cannot be riskier than
itself at any point at time. So you cannot have a 66
and a 55 measured on the same scal e.

Q Got cha.

MR. JACKSON: That's all | have.

JUDGE HI LLI ARD: That's prom sing.

CROSS- EXAM NATI ON
BY
MR. EI DUKAS:

Q Good afternoon, M. McNally. My name's Ted
Ei dukas. | will be asking you about the principal
component analysis portion of your rebuttal.

A Al righty.

Q But actually 1'd first like to start -- |
want to make sure you have it in front of you to
refer to, is copies of M. Moul's direct and his
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rebuttal. And if not, | can get copies of those for
you.
A | have those.
Are those the only conmpany witnesses
you're going to reference?
Q Those are the only conpany w tnesses, yes.
A Okay.

Q And | assunme you have your testinony, as

well, that we'll get to in a short --
A Yes.
Q -- while.

Okay. Just a prelimnary question,
is -- DO you agree that the method used to determ ne
a firms cost of equity should reflect both operating
and financial risk of the firm?

A Yes, | do.

Q Now, in M. Moul's direct testinmny, he
performed an analysis called a proxy group anal ysis
to determ ne a group of conpanies that would act as A
proxy for the operating risk of both North Shore and
Peopl es Gas.

And referring to the Peoples Gas -- to
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Peopl es Gas direct testimny -- that would be on
Pages 6 through 13 -- so | would ask you if that is
your understandi ng of what that portion of his
testi nony does?

A That's a term-- his term | don't believe
"proxy group analysis" is an official -- |ike an
establi shed analysis, but that's what he refers to as
his -- when he does his analysis of that group --

t hose groups.

Q And what he -- and what he called the proxy
group that he devel oped fromthat testimny -- or
from that analysis, he called the Gas Group, correct?

A That was -- well, not that he devel oped
fromthe analysis, but he analyzed the groups he had
devel oped prior -- previously in his testimny. And
one of those was the Gas Group, yes.

Q Turning to Pages 12 through 13 of
M. Moul's direct, would it be fair to summarize
Li nes 250 through 264 as M. Moul comng to the
conclusion that the Gas Group's overall investnment
risk is lower than Peoples Gas' and North Shore Gas
investment risk?
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A He makes the statement that the Gas Group
has | ower overall investment risk than the Conmpany.

Q And, in fact --

A Because he says that of -- I'"monly | ooking
at PGL.

Q Let's look at PGL and I'll confine my
statements to PGL testimony. And | will represent to

you subject to checking that there is simlar

testinmony in M. Moul's direct for North Shore Gas as

wel | - -
A Al'l right.
Q -- subject to check
And then in -- if you | ook on Page 13,
Li nes 263 through 264, M. Moul, in fact, concl udes

that the rate of return on compbn equity that was
set -- would be set for Peoples Gas in this case
shoul d recogni ze his conclusion that they have a --
t hat Peopl es Gas has a higher risk than the Gas
Group, correct?

A Yes.

Q And if you turn to Page 29 of M. Moul's
direct, if you |look at Lines 2 -- 645 through 648,
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woul dn't you agree that he relies upon that sanme
conclusion, that the Gas Group has a |lower risk than
the -- than Peoples -- investors in Peoples Gas to in
part conclude -- is one of the reasons why he deci ded
to exclude the results of his DCF anal ysis?

A That is one of the reasons | think
el sewhere he states is because DCF is an outlier
relative to his other estimates.

Q And then if you turn back to Page 6 of
M. Moul's direct, didn't he also testify at
Lines 116 through 118 that if you were to include the
results of the DCF -- the DCF analysis in his
recommendation, he would still recomend an 11.25
percent cost of equity in order to reflect his
conclusion that the Gas Group collectively had
overall lower investment risk than Peoples Gas?

A He states that. l'"'ma bit confused by it,
but he does state that.

Q Al'l right. And so when you went to prepare
your direct testinmony, am |l correct that you would
have reviewed all of these statenments that were in
M. Moul's direct testimny?
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A

Q

| ooki ng at

Yes.
So | ooking at your direct testinony -- |I'm

Page 2, Lines 39 through 42, in a section

of your testimony called "sanmple selection" --

A Just a second, please.

Q Oh, sure. Let me know when you're ready.

A My direct, you said?

Q Your direct, correct.

A Page 2?

Okay. MWhich lines?

Q At the bottomit's Lines 39 through 42

A Okay.

Q And isn't it correct that there you state
t hat you adopt the same group of gas utility
compani es that M. Moul used to estimate the return

on conmmon

A

Q

beli eved t

equity for North Shore and Peoples Gas?
Yes.
And then you go on to state that you -- you

hat Mr. Moul's sanpl e conpani es provide

reasonabl e proxies with the operating risk of North

Shore and

A

Peopl es Gas?

Yes.
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Q Now, in M. Moul's direct in his analysis
where he comes to these conclusions you're talking
about here, would it be fair to say that he uses
certain financial data -- |I'm now | ooking at Line --
Pa- -- well -- yeah, Pages -- in M. Muul's direct it
is 8 through 11.

A Yes.

Q And if you added up the underlying ternms to
descri be the categories of financial data, there's
ei ght of them

Woul d you --

A That which he conpared to the gas conmpany

and the -- the conmpanies --

Q Correct.

A -- PGL and North Shore?

Q Yes.

A Yes.

Q Now, nowhere near the --

A Actually, let me correct that. Not al l

ei ght of them were financial measures. They were
all -- they were financial and operating and total

ri sk measur es.
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Q Okay. But -- okay. G ven with that
qualification, I'mcorrect -- isn't it correct that
in your direct testinmny, you don't anywhere
criticize his choice of those eight criteria or
categories of information?

A | do not coment on them

Q Okay. And you don't also include any
comment in your direct that he should've used
di fferent categories of financial or operating data
for that analysis?

A No, | don't.

Q Or that he should have used additiona
categories of financial or operating data for that
anal ysi s?

A No, | don't.

Q And you also don't state in your direct
t hat he should've included utilities other than
natural gas and electric power companies to perform
t hat anal ysis, correct?

A Can you restate that, please?

Q Sure.

In the -- M. Moul's analysis of
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trying to determ ne proxy conpani es and those pages
we | ooked at with those eight categories of financial
and operating data, you state -- he |ooked at his Gas
Group which included natural gas conpanies, correct?

A His Gas Group includes natural -- his
compani es are primarily natural gas distribution
conpani es, yes.

Q And then he had a group he called a

combi nati on group?

A Yes.
Q And that included -- | believe those
also -- am | correct that those also included natural

gas conpani es, but also electric conpanies as well?
A That is true.
Q And then he had what he calls the S&P
public utilities group, which includes its |arger
group, but the companies in that group only included

natural gas and electric power conmpanies; is that

correct?

A | don't know that that's all they included.
| know they included both natural -- well, they
i ncluded conpanies with natural gas -- sone degree of
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natural gas distribution operations -- we don't know
how much -- and it also included electric companies,
some of which are integrated; but | don't know if

there is anything else in there. I - -

Q | can -- it's Exhibit 3.5 that was attached
to his testinmony -- his direct testinmony.
A | can't say with certainty what exact --

what all operations each of these conmpanies is
i nvolved with. They do appear to be al nost all
electric and natural gas.

Q To your --

A To my knowl edge they all are electric and
natural gas, but |'m not certain.

Q So to your know edge, none of these
compani es, for exanple, provide water or sewer
services?

A No. But, | nmean, | know sone of -- I|iKke,
for instance, Nicor has a tropical shipping unit. I
mean, | |l earned -- they very well may be, as M. Moul
acknowl edged they are -- some of them are integrated
conmpani es that have subsidiaries that are not in the
natural gas or electric delivery op- -- industry.
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Q But -- so I'"ll go back to my -- | hope |'ve

set the stage to answer -- go back to -- my original
guestion was, in your direct testinmny, you were
reviewing -- you were responding to M. Moul's direct

testinony, you didn't comment on or criticize
M. Moul's direct testinmny by stating that he should

have i ncluded additional conmpanies that were, for

exampl e, water utilities, correct?

A That's correct.

Q So then I'd like to turn to your -- your
rebuttal testinony -- strike -- I'msorry --

M. Moul's rebuttal testimony. And |I'm | ooking at
Page 10 of his testimony -- his rebuttal testinmony.
So if you'd let me know when you're

ready, I'lIl ask my question.

A Al'l right.

Q So if you look at Lines 195 through 205 of
M. Moul's rebuttal testinmony, you'll -- am |l correct
t hat he acknow edges what you state in your direct,
t hat you, quote -- that you had, quote, adopted the
same group of gas utilities that Conpanies Wtness
Moul used in his estimate of the return of uncommon
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equity for North Shore and Peopl es Gas?

A Yes.

Q Okay. And then that you went on to -- then
he states you went on to state that he believed the
proxy group provides a reasonable proxy for the
Utilities' operating risk.

Was that a fair summary by M. Moul of
what you stated in your direct?

A Yes.

Q And then M. Moul goes on to state that, As
| demonstrated in any direct testinmony, the Utilities
actually have greater investnment risk as conpared to
the Gas Group and, as such, the results of the model
of the -- npdels of the cost of equity obtained from
the Gas Group understate the requirement terms for
the Utilities.

|s there anything different from-- in
that statement in M. Moul's rebuttal testimny from
what Mr. Moul testified in his direct testimny?

A He testified in both his direct and
rebuttal testinony that the Utilities have a greater
i nvestment risk conmpared to the Gas Group.
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Q ' m done with M. Moul's rebutta
testi nony. So you can put that aside. Now | want to
turn to your rebuttal testinony.

A Al'l righty.

Q ' m ki nd of out of order. Sorry.

A Are you done with his direct as well?

Q Yes, pending need to refer back |l ater on,
but | believe I'm done with it. So you can put that
asi de.

So turning to your rebuttal
testinony -- and | will direct ny attention here to
Pages 33 through 36 -- an initial -- a prelimnary
guestion would be, would it be fair to characterize
this portion of your rebuttal testinony as your
testinony regarding a principal component anal ysis
t hat you performed?

A Pages 33 through 367

Q Yes.

A That's true. That's a fair
characterization.

Q So -- and now focusing -- if you turn to
Page 35 and focus on Lines 749 through 751, isn't it
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true that you state, Overall, nmy analysis indicates
t hat Peopl es Gas has slightly |lower financial risk

and | ower operating risk than the Gas Group. Thus,
in my judgnment, the overall risk of Peoples Gas is

| ower than that of the Gas Group.

My question to you -- and, first of
all, that's a correct statement of what's in your
rebuttal testinony?

A Yes, it is.

Q And nmy question then is, isn't that a
change in the position you stated in your direct
testinony on Page 2 where you state that you believe
the sampl e conpanies -- M. Moul's sanmple conpanies
provi de reasonabl e proxies for the operating risk of
Nort h Shore and Peoples Gas?

A Based on nmy review at the time of nmy direct
testinony, the statement in ny direct testinony
was -- was an accurate reflection of nmy position at
t hat poi nt. | had not yet, of course, run ny
princi pal components analysis. And the principal
components analysis revealed the -- revealed -- well,
one -- well, it revealed what | state here, that
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my -- that the Peoples Gas has a slightly | ower
financial and operating risk than the Gas Group.

Q What had changed between what you testified
in your direct testimny and M. Moul's rebutt al
testinony that led you to believe you had to conduct
this principal components analysis that led to your
change in position?

A His insistence that |I -- my result is wrong
because | did not make an adjustment to nmy ROE, even
t hough he didn't make an adjustnment to his ROE.

Q Well, didn't M. Moul state in his direct
testinony that in part it was one of the reasons
his -- his conclusion as to the relative operating
risk was one of the reasons why the DCF -- his DCF
anal ysis should be excluded?

A Well, he gave two reasons. One was because
it was an outlier and one was because the risk
bet ween the sanple and the conpanies differed.

The | atter reason would apply to al
t hree nodel s. So |l can't -- | couldn't say that he
was, in fact, removing that for that reason. Even
t hough he states it, he gives -- the nore clear
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reason is the outlier, because the other one, like |
said, with the -- if it was based on a pure risk

di fference, he would have made an adjustnment to all
t hree model s, but he didn't make an explicit

adj ust nment .

So the natural |ogical conclusion is
that while he feels it is slightly lower in risk,
it's not significant enough to make an adj ustment.

Q | appreciate your comments, but | take it
then the answer to nmy question is that he stated --
M. Moul stated in his direct that one of the reasons
he excluded the DCF analysis was that his concl usion
that the conmparative risk of Peoples Gas and North
Shore Gas were higher than the Gas Group?

A He did state that amongst the two reasons.

Q And in your rebuttal testinmny, you didn't
state that it was anything about the | ogical
conclusion to have drawn fromthe -- his statements
and his reasons, did you?

A | had no reason to.

Q | nst ead, you presented the principa
components anal ysis, correct?
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A In my rebuttal testimony after M. Moul

insisted that | needed to make an adjustment, unlike
what he did.
Q Well, in fact, did M. Moul also in his

direct testimny state that he would --

MR. FEELEY: Your Honors, |'m going to object.
M. Eidukas is pointing to what M. Moul said in his
testi nony. His testimny speaks for itself. I f he's
got a question on M. MNally's testinmny, he can ask
guesti ons about his testimony; but all he's doing
here is telling us, Didn't M. Moul say this, didn't
M. Moul say that? Well, his testimony is in
evi dence.

MR. EI DUKAS: Your Honor, my response would be
that in one of his answers, M. MNally gave reasons
why he changed positions. I'"'mtrying to exam ne
t hat .

And very briefly, | -- the question I
was about to ask when | was objected to was about my
| ast question on this |ine of questioning.

JUDGE HI LLI ARD: Okay. Ask your | ast question.

BY MR. EI DUKAS:
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Q | can't recall if | finished the question

So I will ask the question.

First, I'll establish -- and you say
t hat one of the reasons why you changed positions in
your rebuttal from your direct was an insistence that
M. Moul stated that you make an adjustment to the
ROE based on his conparative risk anal ysis?

A Yes.

Q Okay.

JUDGE HI LLI ARD: You know, |'ve read the
testinony and |I've read his response and | don't
think that's a fair characterizati on of what he said.

So |'m going to sustain an objection
to the question.
BY MR. EI DUKAS:

Q Did you -- you did not present a principal

component analysis in either of the Utilities' prior

two rate cases, did you?

A You're testing ne. | was not on the 'O07
case, | believe. And the '"09 case, I'mtrying to
t hi nk back and I don't -- no, |'mpretty certain
did not.
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Q Okay. And nmy question was, did you present
it -- did you -- do you recall if you performed an

analysis in relation to the 2009 rate cases?

A A principal components anal ysis?
Q Yes.
A | don't believe | did.

Q Why not ?

A Agai n, that was two years ago. | don't
remenber exactly the approach | took to determ ning
the cost of the sample. And | think | used a
di fferent approach to determ ne the cost of -- |I'm
sorry -- for selecting the sanple.

Q | wanted to make sure you were finished
with your questions -- your answer.

When did you start working on a
princi pal components analysis for this case?

A | -- boy, | guess it was -- | entered the
data in my rebuttal testinony. | had asked a
guestion in my direct testinmony with regard to
information that was -- that | ultimately used in ny
rebuttal testinony. So | guess you could call that
wor ki ng on it, but...
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Q Did you perform more than one, for |ack of
a better word, "run" of a principal conponents
anal ysis before presenting what you did in your
rebuttal testinmony here?

A | don't -- | don't recall. | don't believe
| did.

Q Do you recall that back on August 19th you
were served with some data requests that asked you to
produce some additional information about the -- your

princi pal component anal ysis?

A Yes.
Q And in one of the responses -- and | can
tender to you if you don't recall -- but one of them

i nvol ved the need to review information that was part
of a proprietary conmputer program or of an S&P
Conpustat tape; is that correct?

A Yes.

Do you have that?

Q Oh, yeah. Sure. Absolutely.

A | mean, do you have themall -- or -- if
you're only going to ask about the one, that's fine.

| just -- I'"msorry. |f you have that one, |
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appreciate it.
Q | have a copy of all of them | was only
going to tender -- | was not going to ask questions

about all of them --

A Okay.

Q -- but if at any time you feel the need to
review all of them | can make them available to you

A Okay. Just the one you're asking about.

MR. EIl DUKAS: May | approach the wi tness?
JUDGE HI LLI ARD: Pl ease.
MR. EIDUKAS: [If | could have this marked as
NS/ PGL Cross Exhibit No. 1.
MR. FEELEY: \What number is this? No. 1 for
you guys?
MR. EI DUKAS: l"mtold it's No. 1, NS/PGL Cross
Exhi bit No. 1.
(Wher eupon, NS/ PGL Cross Exhibit
No. 1 was marked for
identification, as of this
date.)
BY MR. EI DUKAS:
Q So, M. McNally, I've tendered to you what

538



10

11

12

13

14

15

16

17

18

19

20

21

22

has been marked for identification NS/ PGL Cross

Exhi bit No. 1, which -- do you recognize what this
is?

A Yes.

Q Is it the -- your response to a data
request fromthe Utilities?

A Yes.

Q So | ooking at your response, you state that
the -- you refer to an SAS statistical software which
draws raw i nput values directly from S&P Utility
Conpust at dat abase.

And then you state there, Compustat --
S&P Utility Compustat is a proprietary electronic
dat abase available to Staff only through
subscri ption.

Could you -- nmy question to you is,
can you clarify what is the data that you drew from
the S&P Utility Conpustat database that was used in

your principal conponent anal ysis?

A The raw data input values requested in the
data request. The -- what | provided -- | provided
to you the ratios that | cal cul ated; but the raw data
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t hat goes into those ratios, dollar value of common
equity, the dollar value of debt, you know, to
cal cul ate various -- you know, they're -- information
fromthe conpanies -- the sanple conpanies' SCC
reports and the financial statements.

Q And so is it my understanding -- so --
and what you provided, am | correct, were average --
rati os that were average ratios for the period of
three years?

A Yes.

Q And | believe the years were 2008 through

2009 -- '107

A | believe that's correct. The question was
asked in, | believe, 15.01, | believe the answer was
2008. It's also in my direct test- -- or my rebuttal

testinony, but | believe it was 2008 through 20- --
t hrough 2010.

Q The data that that comes fromthe S&P
Conpust at dat abase, do you pull it out -- do you get
t he actual individual dollar amounts for, for
exampl e, as you said, common equity or does it conme
to you in the formof a ratio from S&P Conpust at ?

540



10

11

12

13

14

15

16

17

18

19

20

21

22

A It comes from S&P Conpust at. It's -- the
dat abase has each company and then it's got all these
data points. Each one represents a different -- a
different itemfromthe -- from each conpany's
financial statements.

The program goes to the Conpust at
dat abase with all the raw -- those raw doll ar val ues
and et cetera and pulls all the individual raw data
and creates these ratios and then outputs the ratios.
So | don't personally go -- that's what the conputer
programis for, to access that database and draw the
raw data fromit.

Q And just so | understand the data from - -

the -- the ratios are made at your end -- at Staff's
end by a conputer program not by Conpustat -- S&P
Compust at ?

A Yes, that's correct. A Compustat -- S&P
basically -- | guess we're paying for it -- is for

themto compile all these individual data inputs from
the -- the annual reports of these conmpanies. And
then it sends themto us, and then we use the SAS
programto access that data and pick -- and, you
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know, it grabs the ratio -- I'msorry -- the
rati os? -- the raw data inputs necessary to cal cul ate
t hese rati os.

Q So for each of the ratios -- and | can just
confirmthat you list 12 ratios in your rebuttal
testinmony that you used in your principal component
anal ysis, correct?

A Yes.

Q So for each of those 12, you would need to
pull for each company one data point for the
numerator of the ratio and one data point for the
denom nator of the ratio for each of the three years
in question, correct?

A At | east. | mean, the numerators and
denom nators frequently have nore than one data point
entered into them There may be a bunch of different
operations and include a whole bunch of different
data points -- or individual numbers or -- yes.
Effectively answer is "yes"; but it's not just one to
one. It's not always this nunber to this number; it
m ght be this number plus this number over this
number .
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Q And then -- so for each of the three years
for each of the conpanies there would be this
calculation and you'd result in a ratio for each of
the -- each company for each year for each category?

A Yes.

Q And then would you computer programtake
each of those three -- for each conmpany would take
the ratio for each category for each year and add
t hem t oget her and divide by three to get the average
ratio for those three years?

A Let ne see if | can restate that -- if |
know what you're saying.

On a conpany-by-conpany basis, it
gathers the three-year average for each individual
conpany, correct? |s that what you're asking?

Q Ri ght . | guess what I'mtrying to ask is,
are the ratios averaged or is the data averaged and
then created -- made into a ratio?

A The ra- -- no, I'msorry. The data is
averaged over three years and then the ratio is
cal cul at ed.

|'ve got to think about that for a
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second. ' m not so cert- -- I'mnot certain that
makes a difference. |'d have to think about that for
a mnute; but | believe each ratio is calculated for
each year for each conpany, and then for each
company, the three-year average i s cal cul at ed.

Q So as | understood your data request
response, the data points that are used to make the
rati os are what is proprietary and could not be
produced?

A Yes, the data -- the information is not
proprietary. Here is publicly available information.
You can go to the library and wherever you can get
your SCC docunments off -- you know, off the Web.
What's proprietary is the fact that S&P has conpil ed
all that information into one place and they charge a
fee for that -- for that service.

Q But if SAS software pulled it out and put
it in a-- to use in a, you know, function or to make
these ratios, could S- -- could the SAS software
produce a report that indicated those data points
t hat went into it?

A If I could for a moment -- are you asking
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if -- for instance, in the output |I've provided to
t he Conmpany, |'ve provided all the -- I'"'m sorry --
all the ratios that were presented in this -- in this
guesti on.
Q Could | just stop you right -- I'msorry.
| didn't mean to interrupt, but | just want to
clar- -- so -- but am | correct that the ratios
presented, that's the three-year average -- that's

the end result ratio, whether

bei ng averaged over
rati o or

t oget her and averaged, correct?

A

Q

in your
A

Q

result

it

s the data points
three years and then made into a

three ratios averaged together -- added

"' m sorry. Coul d you repeat the question?

When you say you presented the ratios

Sur e.
out- -- from your output
M- hmm

-- am | correct that

those ratios are the

of what SAS did to the raw data points it

pulled from S&P Utility Compust at?

A

Q

Yes.

So those are either

and,

as you' ve said,
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you're not sure of whether or not S- -- SAS averages
three years of data and then performs a ratio or
creates three annual ratios and then averages thent?

A "' m not certain. | could check my work
papers and determ ne whether it's, you know, averaged
and then if it's averaged down and then across or
across and down. And | don't think that matters
mat hemati cal ly.

' m sorry. | just went far afield.
| ost your question.

Q Yeah. "1l try not to get too bogged down
on this; but nmy question is, let's assume for the
moment that it was the latter and that it's three
annual ratios that it generates -- that it generates
and then it averages them together.

A Okay.

Q Couldn't the SAS software present each of
t hose three annual ratios that were used to create
the three-year average?

A Yes, it coul d.

Q And your output does not show that if that
is how it creates that?
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A My out put gives the three-year average. |t
ski ps that step, if you would.

Q And then let's just go back and just
clarify it then.

If it's the other way around where it
averages the three years of data and then it creates
the ratio, we see the result of that ratio being
performed, but in your output, we don't see the data
poi nts that went into that ratio, correct?

A You don't see -- no, ny output does not

present the raw data points.

Q Okay.
A Li ke I said, those are avail able publicly,
but we pay a description to -- for S&P to conpile

t hose data points.

Q But when you -- is it your position that
when they were pulled -- those data points were
pulled into the SAS software, that you couldn't have
printed them out, the underlying data points, and
provided themin a report, whether for technical
reasons or | egal reasons?

A Okay. | don't -- I think -- | don't
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know -- | think | could. | don't know. | "' m not a

| awyer . | -- 1 think -- 1 think |I could have. |t
could have been -- a program could have been made to
do that, but the -- but the -- but the analysis is
not based on -- on the raw -- the raw data; it's
based on the -- the principal conponents analysis
starts with the ratios. | mean, of course, they have
to be calculated, but -- fromthe raw data; but the

ratios, that's where the principal conponents start.
Those are the inputs to the principal conponents
anal ysi s.

Q Why did you -- could you have run the
princi pal components analysis on the average of, you
know, a three-year average of data points as opposed
to the ratios?

A Well, | would have had to create the
rati os. | mean -- no, the ratios are the inputs into
t he principal conponents analysis. The data points

are just used to calculate the ratios.

Q So maybe | need -- let me just restate the
guesti on. | apol ogize if -- asked and answered, but
is -- my question was, in order to perform principal
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components anal ysis, do you need to have ratios as
your input?

A Yes.

Q And why is that?

A Because those are the financial, for |ack

of a better word, factor that are being anal yzed.

Ot herwi se raw data is -- | wouldn't say meaningl ess,
but it's -- it doesn't tell you much. To know t hat
one conpany has a billion dollars of equity, that

doesn't mean anything in terms of the risk of the
conpany.

Q And in ternms of the ratios that were used
you chose which ratios to use for this analysis,
correct?

A Yes.

Q On what basis did you choose which data to
conmpare to other data to create the ratios?

A It was a combination of financial and

operating risks.

Q " m sorry. Can you repeat your answer --
apol ogi ze -- or have it read back.
A It represented a conbination of financia

549



10

11

12

13

14

15

16

17

18

19

20

21

22

and operating risks.

Q Okay. But you could have chosen two
different forms of these ratios, you could've
compared, you know, for example -- and you can tell
me why you wouldn't do it -- but funds from
operations could have been compared to revenues.

| mean, you could have done that,
correct?

A | could' ve used different ratios, but | --
these ratios were -- we've -- we use these ratios,
and we have for quite some time, as -- because we
believe they make the -- the best -- they represent
the best mx of -- they tell the best story. They
best represent the operating and financial risk of
t he conpany.

Q Have you used the principal conmponents

analysis in other cases?

A Yes, | have.
Q Do you recall using it in a ConmEd rate
case -- 2005 rate case?
A |'ve used it -- | don't recall, no. | very

wel | may have.
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MR. EIl DUKAS: May | approach the wi tness?

JUDGE HI LLI ARD: Sur e.

MR. EI DUKAS: Pl ease mark this for
identification NS/ PGL No. 1.

JUDGE HI LLI ARD: \What are you going to cal
t his?

MR. EI DUKAS: NS/ PGL No. 1 -- 2. 2.

(Wher eupon, NS/ PGL Exhibit No. 2
was mar ked for identification,
as of this date.)

BY MR. EI DUKAS:
Q M. MNally, 1've handed you what has been
mar ked for identification NS/ PGL Cross Exhibit 2.
Can you take a look at this and pl ease
tell me if you recognize what this is.
A It appears to be my direct testimony from
t he Commonweal t h Edi son Company case, 05-0597.
Q Could you turn in that document to Page
No. 2. And | want to direct your attention to
Li nes 37 through 40.
Isn'"t it true that there you start
approaching a -- well, there -- you list a set of six
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operating and financial -- financial and operating
rati os, correct?

A Yes.

Q And then if you turn the page, am | correct
then in Lines 43 through 44, you state that you take
those in perform ng principal components anal ysis of
t hose ratios?

A Yes.

Q So what is the basis for the difference in
using six ratios in the ComeEd case and using the 12
rati os you used in the current case?

A Well, | typically want to use the 12 ratios
because we get a bigger picture. And | can't
remenber exactly why | narrowed it to six. It may
have something to do with distorted data for the
conpany for certain data points. ' m pretty certain
that's true in one -- boy, like | said, | don't
remenber. | mean, this was six years ago.

"' m not certain why -- what my reason
was for reducing it to six, but | suspect it had
something to do with certain data points being
di storted by whether it would be like -- well, in
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this case, in the Peoples case, they had to pay
refunds in the previous years and |I'm not certain --
like | said, I'mnot certain what the reason was, but
there was a reason why. | would have normally used
the 12, but in this case | reduced it to six.

Q And in | ooking at the ComEd testinony on
Page 2, Line 38, your second ratio there is
expenditures to net utility plan?

A Okay.

Q Coul d you | ook at your rebuttal testinmony,
Page 33, you have a ratio number -- No. 8 you have a
net plant to capital expenditures.

Are those the reciprocal of each
ot her ?

A Whi ch one?

Q No. 8 in the current -- in your rebuttal
testinony in this case to No. 2 in your testinmony
fromthe ComEd case

A Yes.

Q Why did you do -- why did you flip between
the two cases?

A It makes the interpretation easier, nore
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consi stent. Because when you do it this way, you
have to look at -- normally in these ratios -- the
way we have it now in the ratios, a higher nunber
represents | ower risk. For instance, if your
financial -- if your coverage ratios are higher,
they're high- -- nore -- the farther above average
they are, the better financial -- you know, the

| esser financial risk you have.

When we have it reversed, we used to
have to take that into consideration, that that was
reversing the outcone. So we had to take that into
account so we just reversed it so it was easier to
remenber up -- the higher the results, the |l ower the
risk.

Q So you're stating the way it was done in

this case was an i nprovement --

A Yes.

Q -- to offer easier interpretability?
A Yes.

Q Looking at -- and in the present case,

again, you used the data to create the ratios on the

period 2008 through 2010.
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So that's -- so is it -- | take it
then that historical data is relevant to a utility's
cost of capital for a future test year to be used on
an analysis like this?

A To determne relative risk. And | never
sai d anything otherw se.

Q Is it possible that the -- an investor's
perception of risk in the future could diverge from
the risk inplied by this historical data you used in
t he anal ysis?

A That is true.

Q And, in fact, you couldn't say for sure
that this analysis is relevant to the Utility's risk
as conmpared to the Gas Group in the year 2012, in the
future year, correct?

A Well, as |I've explained in my -- | think ny
rebuttal testinony, investors can't use future data
t hat doesn't exist. So they have to start somewhere
and so they'll start with historical data.

This -- and to get the relative risk
| evel going forward -- now, things can change between
then -- now and then, but that's always the case.
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Q Have you performed any conparisons of risk
between the Utilities and the Gas Group based on
Staff's proposed revenue requirement for the
Utilities?

A | have not.

Q Woul d the results of your principal
component analysis be different if it relied on

f orecasted data rather than the historical ?

A Again, | don't know that there is such
forecasted data avail abl e. | mean -- and if -- and
to the extent there is, I"'msure it's wildly
unreliabl e. | mean, you're guessing -- you know,

taking a shot in the dark as to what revenues are

goi ng to be. It's three years fromnow. So it could
change, but | don't know how val uabl e t hat

i nformation woul d be.

Q Did you enmpl oy a principal conponent
analysis in reaching your conclusion in your direct
testinmony that the Gas Group provided a reasonabl e
proxy for determ ning the ROE of the Utilities in
this case?

A Did | performa principal conmponents
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analysis during the time of ny direct testinony not

Il s that

rrect.

present ed.
Q Co
A No.
Q Fo

r the data you used,

what

you're getting at?

2008 t hrough 2010

data, did you determ ne whether or not the data was a

cal endar

year basi s,

conmbi nati on of both?

A
Q
A
Certain
recal |,
| think
Q

The raw data in the --

Ye

dat -

S.

beli eve

-- wel l

af

it was an end- of -year

I scal year basis or

a

in the rati os?

dat a.

shoul dn't say that.

the equity ratio was a four-quarter

al |

| f

the rest

of

a

As |

ver age.

t he data was end-of-year.

it was a m xture, would it have i npacted

t he anal ysis?

A

Q

Po

ssibly.

Why did you only use three years of

opposed to a | onger

A

t hi nk

Okay.

data as

period such as five years?

expl ai ned that.

For

t he same reason
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consistent with my criticismof M. Mul's analysis
back on Page 30 of ny rebuttal testinony where
state that M. -- much of M. Moul's assessment is
based on distorted data. This is because in March
2006, the Comm ssion the conmpanies to pay over 300
mllion in refunds to customers for giving us bad
debt and other costs related to in inproper gas
charge or reconciliations. The vast majority of
t hese amounts were paid in 2006 and 2007

The refund distorted the Company's
reported earnings, rendering any related ratios
wort hl ess. M. Moul's analysis is based on data from
2005 to 2009.

So given the 2006 and 2007 data was
di storted, | excluded that data and | just used 2008
t hrough 2010.

Q Isn't it correct that you could have
adjusted the data of -- for the Utilities to exclude
t hose adjustments -- those distortions?

A Well, I'"mnot certain | could have made al
t he adj ust ments. | could have tenpted to, certainly;
but I"m not certain | could capture all of the
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effects.

Q Did you ook -- did you |look into or
inquire into attenpting to do so?

A No, that was -- like | said, that was one
of two ways it could have gone, | guess. You coul d
have tried to make an adjustment for this data or

just not used the data. Of course, that would have

been much more -- much nmore difficult. And, like |
said, | don't know if | could' ve properly captured
all that -- captured all the effects of what happened

with those refunds.
Q M. MNally, how did you learn to perform a

princi pal components anal ysis?

A Through my -- well, | guess you'd call it
on-the-job training, if you will. | mean, | have had
had basic statistics in school. And so | had a basic

under st andi ng of statistics. And through ny
experience and routine training and devel opnent, we
go through these things. And | basically --

during -- for over the |last twelve years, |'ve
performed this several times.

Q Do you recall -- when was it that you took
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the basic statistics? Was that in undergraduate or
graduate school ?

A | had, | think, two classes in undergrad
and at | east another class in grad school.

Q Have you ever had a -- well, first of all,
am | correct in characterizing the type of statistics
t hat encompass a principal component anal ysis as
what's known as multivariate statistical analysis?

A | believe it could be classified as such.

Q Have you ever taken -- and do you know if
there are courses exclusively designed to teach that

type of statistical analysis?

A | assume there are.

Q Have you ever taken one?

A "' m not going to -- not in a formal
educational setting; but, essentially, | have through
my j ob.

Q Do you -- am | correct that the principal

component analysis is based on what's known as a

matrix or |inear algebra?
A Yes.
Q And do you -- and is that a type of math

560



10

11

12

13

14

15

16

17

18

19

20

21

22

where you take matri xes of numbers and you add and
subtract themor multiply then?

A Yes.

Q Are you -- do you know how to performthe
underlying matrix algorithmthat goes into a
princi pal components anal ysis?

A If I had to do it from scratch, | suppose
could get a book and do it all with my math; but
that's the purpose of having this SAS program It's
ki nd of Iike having the standard deviation function
in your -- in Excel. You could do it by hand, but
the conputer -- it's already programmed in to put in
the -- you put in the inputs and it provides the
anal ysi s. It does run the nunmbers for you. lt's --
it's basically a tool used to make the process
easi er.

Q So correct me if I'"m wrong, but am
correct in kind of saying that while you are not --
t hat you are a statistician, but that you are
fam liar from your experience in using this SAS
computer programto compute or run a principal
conponents anal ysi s?
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A Yes.

Q So then is it fair to say that in
performng a principal components analysis, you are
relying upon the SAS software?

A Just as if you typed in 345 times 792 on a
cal cul ator, you m ght check -- you m ght doubl e-check
your entries to make sure your entries are right --
and that, | did -- but, yes, you are relying on the
calculator to spit out the correct answer. And in
this case, the sane.

Q Well, actually -- and | think -- wouldn't
you agree, it's a little bit different than punching
nunbers into an addition problem on a cal cul at or
because don't you have to make certain decisions as
to what goes into a principal conponents analysis?

A Yes. Yes. The ratios were chosen, but
once the -- the statistical side of it is performed
by the program

Q Okay. Have you read any -- are you aware
if there's any manuals on running principal
conponents analysis that are published by SAS?

A | believe we have one. | think -- 1

562



10

11

12

13

14

15

16

17

18

19

20

21

22

believe it's published by SAS. | " m not certain, but
we do have a text on principal components anal ysis.

Q An SAS kind of user's manual or guide?

A Yes, basically.

Q Are you aware that SAS actually publishes a
specific guide on perform ng principal -- factor
anal yses |ike a principal components analysis?

A Well, like | said, I"mnot -- |I've | ooked
at a -- a -- manuals, a sort of -- a textbook. |
think it's published by SAS, but |I'm not sure.

JUDGE HI LLI ARD: \What does SAS nean, by the
way ?

THE W TNESS: It's like Statistical Analytical
System or something |like that. It's a -- yeah, it's
a conpany essentially.

JUDGE HI LLI ARD: Al'l right.

MR. EIl DUKAS: | f you | ook them up, they present
t hemsel ves as SAS or SAS Publishing or..

BY MR. EI DUKAS:

Q Woul d you agree -- would it be your opinion
then that if -- in terms of running a principal
components anal ysis or using the SAS program that --

563



10

11

12

13

14

15

16

17

18

19

20

21

22

woul d you rely upon any directions or gui dance that
SAS woul d provide in terms of how to use their
programto run this analysis?

A They put forth -- well, again, referring to
the book, I'"'m-- that | reviewed, they do put forth
gui del i nes, yes.

Q Okay. And don't you think it would be
i mportant to have | ooked at what those guidelines are
bef ore using SAS to perform a principal components

anal ysi s?

A Yes, | agree.

MR. EI DUKAS: Your Honor, 1'd |ike to approach
the witness with the two exhibits that | wll
refer -- | will mark for identification, but |I'm not

sure | 'mgoing to admt theminto evidence.
JUDGE HI LLI ARD: Okay.
MR. EI DUKAS: Pl ease mark this for
identification as NS/ PGL Cross Exhibit No. 3.
(Wher eupon, NS/ PGL Exhi bit
Nos. 3 and 4 were marked for
identification, as of this

date.)
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BY MR. EI DUKAS:

Q M. MNally, 1've handed you two docunents
mar ked for identification. Let's tal k about the
first one first, which is NS/ PGL Cross Exhibit No. 3,
which is a docunent titled A Step-By-Step Approach to

Usi ng SAS for Factor Analysis and Structural Equation

Model i ng.
Do you see that?
A Yes.
Q Have you ever seen a docunent |like this
bef ore?
A | believe this is the book that Staff has.

Q Okay. And you notice it's got the SAS

symbol on the bottom of the front cover?

A Yes.

Q And it was -- if you turn on the inside
it's got a copy on the masthead -- and |I'm not sure
what it's called in publishing terms -- the second

page is showing that it's a document that's been
published by the SAS Institute, correct?

A Yes.

Q Okay. And 1'Il report to you that |'ve
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included -- the book itself is about 600 or so
pages -- that |'ve presented to you a copy of both
the table of contents and Chapter 1, which is found
on Page 1 of the docunent -- well, the page marked
Page 1 about three pages in titled --

JUDGE HI LLI ARD: Just a sample to get us
interested?

Never m nd.

MR. EIDUKAS: A little -- no, I"mjust trying
to set it up alittle bit.
BY MR. EI DUKAS:

Q -- 1Is a chapter titled Principal Conponents
Anal ysis, correct, on Page 1?

A Page 1, yes.

Q And do you see -- have you reviewed this
section of the book that you believe that Staff has?

A Yes.

Q ' m going to be referring to this docunent;
but for the moment, you can put it aside.

A Al'l right.

Q And | just want you to | ook briefly at the
second -- the other document that's been marked for
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identification as NS/ PGL Cross Exhibit No. 4, which
is a document | abeled SAS, slash, Stat 9.3 User's
Gui de.

M. MNally, have you ever seen -- and
"Il purport to you it's a portion of the user's
guide on -- from SAS's Web site that itself is al nost
9,000 pages long, but | have -- what |'ve put here is
a copy of the chapter titled The Factor Procedure.

So with that being said, M. MNally,
have you ever reviewed this document or a portion of
this document ?

A | don't believe |I've ever seen this
document before.
Q Are you aware that SAS has their user

gui des are avail able on their Web site?

A "' m not sure that | know that.

Q And you can put this docunment aside. | may
refer back to it as well, but...

MR. FEELEY: Can | interrupt for a second?

Do you know how much more cross you
have, M. Ei dukas?
MR. EI DUKAS: | would say it's probably maybe
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as long as an hour. "Il try and streamine --
will try to streamline it as much as possi ble, but --

MR. FEELEY: |'"'mjust trying to determne if he
needs to take a break.

MR. EI DUKAS: We can take a break at this
poi nt . l"m at a good --

JUDGE HI LLI ARD: Do you want to take a break?

MR. FEELEY: Yeah, we need a break.

MR. EI DUKAS: "1l try and use that to
stream i ne, your Honors.

(Wher eupon, a recess was taken.)
(Change of reporter.)

Q You say you use the SAS programto perform
the Principal Conponent Analysis, did you have to
write out directions to that programto tell it how
to run the Principle Conponent Anal ysis?

A The program we have was created by Staff
members or a Staff menmber, but the principle
conponents is a function, the primary principal
component analysis is a function, is a SAS function,
a pre-program if you will

Q So the Staff member you referred to would
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have had to take the SAS function -- | think it's
called the "factor function"” and put into a program
to run the analysis along the parameters that you did
in this case, correct?

A Yes, the program first takes what vari abl es
you're |l ooking at, it sends SAS out into the copy
STAT and grabs those inputs, copies the vari abl es,

t hen you have -- of course, a factor procedure that
runs the Principal Conponent Analysis, then of course
we had a programto provide the output.

Q Now, the data points that came from S&P, we
established earlier, are while the S&P conpil ati ons
are prepared, those are the public -- the data
principals thenmselves are public, correct?

A Yes.

Q So if the utilities or anyone wanted to
take that publicly avail able data and recreate the
analysis that you did in this case, isn't it true
t hat they would need to have that program that was
written by a Staff member to put those -- input those
data points into and run?

A You could create your own program
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Q Woul dn't the person wanting to recreate it
need to know what directions were given to the SAS
functions to recreate that?

A Well, Iike | said, the first portion of the
program was designed to cal cul ate the vari abl es,

t hose could be created -- again, you could -- there's
-- those are -- lost ny train of thought.

At any rate, a program could be
written that -- and maybe we will use SAS in
particular, | assume there are other statistical
sof tware packages out there they m ght use, but we
have SAS, and we've programed our SAS to create -- |
mean, you could recreate this with the raw data
avai |l abl e.

Q s the programwritten by Staff in SAS to
performthis, is that proprietary such that it
couldn't be produced if requested?

A | don't imagi ne SAS has a copy of the
program no.

Q ' m sorry?

A |'"'m sorry. |I'm not hearing quite right. My
ear popped. Am | clear?
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Q Yes, could | ask you to repeat the answer.

| guess | didn't understand your answer. | did hear
it. | didn't quite understand it.

A Coul d you repeat the question please.

Q | was asking is there any reason why the

program that was written in SAS to performthis
analysis by Staff, doing everything it did, all its
paranmeters it did to performthis analysis, is there
any reason why that information could not be provided
to a party if it was requested?

JUDGE HI LLI ARD: "Yes," "no," or "l don't
know. "

THE W TNESS: | don't know.
BY MR. EI DUKAS:

Q I n your Principal Conponents Analysis, the
popul ati on where you get the data from were the 95
companies fromthe S&P, correct?

A The 95 conpanies, | had their necessary
data to calculate the ratios, yes.

Q Maybe it's inherent in that answer, but how
did you determ ne those 95 conpanies as the

popul ation for your analysis?
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A Their drawn fromthe entire Conpu-stat
dat abase and those are the conpani es that were
remai ning after elim nating the companies that don't
have the data necessary.

MR. EI DUKAS: May | approach?

JUDGE HI LLI ARD: Yes.

BY MR. EI DUKAS:

Q M. MNally, do you recognize what | just
handed you, PGL Cross-Exhibit 57

A It appears to be the output from nmy
Princi pal Conmponent Anal ysis.

Q And is this output solely for Peoples Gas?

A Yes.

Q | represent | gave you the Peoples Gas
printout output.

If I were to --

A Yes.

Q If I were to ask you questions about how
this analysis was performed, would the answers in
terms of the methodol ogy and functions performed be
the same for both Peoples Gas and North Shore Gas?

A The processes, yes.
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Q And t he met hodol ogi es?

A Yes.

Q North Shore, you will note in the top-upper
right-hand corner of that document there is page
numbers that start with Page 25, so this is part of a
| arger document.

A | have 26.

Q 26.

JUDGE HI LLI ARD: M ne says "26" al so.

BY MR. EI DUKAS:

Q That's correct. We will start with Page
26. Usi ng those page nunbers of this document, if
you turn to Page 30, starting on Page 30 and
proceeding through Page 31, is this a list of the 95
conmpani es that was the population for your analysis.

A Oh, | see why you probably have 25 because
|'"'m m ssing a page.

Q Yeah, there was an inadvertent om ssion,
but | really didn't have any questions on Page 25, so
"' m okay with it.

A ' m sorry to interrupt your question.

What was it?
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Q That's okay.
| f you | ook at Page 30 through 31 of
t he document --

A Yes.

Q Do those pages contain a list of the 95
compani es you used as the population for the data you
used in your analysis?

A Oh, yeah. There is three pages. There is
a page in between that's not marked because it
carried over what was originally in the printout and
didn't printout quite what is on the conputer.

Q But those three pages do contain a |ist of
the 95 conpani es?

A Yes.

Q | will represent to you that of those 95
there are ten conpanies that appear to be water
conmpani es.

Woul d you be willing to accept that
representation, subject to check?

A Can you point to which ones.

Q Sur e. "' m | ooking at Lines 39, M ddl esex
Wat er Conpany; Line 42, American States Water
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Conpany; Line 49, California Water Service GP, which
| i magi ne stands for "group."

Li ne 50, Pennichuck Corporation, to ny
know edge, is a water conpany; Line 51 is Anmerican
Wat er Wor ks Conpany?

Turning to the third page, Line 55 is
Agqua America, lInc; Line 67, SJW Corp, which to ny
knowl edge is San Jose Water Corporation.

69 is Artesian Resources, CL, which to
my knowl edge, is a water conpany.

Line 71, which is Connecticut Water
Service, Inc., and Line 76 which is York Water
Conmpany.

A | believe those are water conpanies, at
| east primarily.

Q Why is it appropriate to conpare the
performance of water companies to those of a natural
gas distribution company?

A Well, first of all those don't -- well
never mnd. They are all within the regul ated
utility industry.

Q And this is, as | understood from your
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testinony, is the ranking, the numbering of these
compani es, is based off of your analysis that shows
t he conpanies with the | argest di stance of divergence
with the results of the factors from Peoples Gas; am
| stating that fairly?

A The | ower the nunmber the closer in risk to
t he Peopl es Gas.

Q The first water conpany listed is at Line
39, and the |ast water conpany is at Line 76.

So isn't it fair to state that the

wat er conmpani es appear to be, at | east not not group
most closely relate to the risk of Peoples Gas?

A Yeah, they're somewhere in the m ddle.

Q Coul d you have run this analysis without
including those ten water conmpani es?

A Yes.

Q Mat hemati cal - -

A | would have specifically had to exclude
them yes, | could have.

Q And is it fair to state that based on your
earlier testinmony that you did not run another
version of this analysis wthout those water
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conpanies in the analysis?
A That's correct.
Q s it possible that running analysis
wi t hout those water conmpanies in the analysis, would

lead to a different result than this analysis?

A It's possible.
Q | just want to point your attention to this
list to the first -- Line 7 5 is a conmpany called

Targa Resources Partners, LP

And is it correct that the "LP" stands

for "limted partnership"?
A | believe so.
Q If you |l ook down the list at Lines 85, 90,

91, 94, 95, those are also entities identified as
being limted partnerships.
Subj ect to check, is that accurate?

A 85, 90, 91, 94, 957

Q Yes.
A Yes.
Q Do you know if the limted partnerships are

different in financial structure than a corporation?
A It is my understanding, they are different.
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Q In fact, do you know if a limted
partnership pay income taxes?

A | don't believe they do directly.

Q And aren't there distributions from a
limted partnership considered tax free return of
capital to investors?

A | don't know.

Q G ven that there are differences in at
| east the financial nature of a limted partnership
froma corporation, why is it fair to include Ilimted
partnerships in an analysis that was conpared with
the financial performance of other companies that are
corporations?

A They are still classified as utilities.

Q Does the financial data points that are
pulled from S&P Compu-stat, do those nunbers, data

poi nt numbers, differ in nature dependi ng on whet her

or not a conmpany is a limted partnership -- |I'm
sorry -- strike that -- a utility or non-utility
company?

A How do you mean "differ in nature"?

Q | will strike that question because | think
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| asked it incorrectly of what | wanted to ask, so |

wi Il withdraw that.
What | would |ike to ask you is,
aren't the data points -- let's start with the

financial ratios that are part of your anal ysis.

| sn't

really independent

that financial information

from whet her or not a conmpany is a

utility or non-utility, and doesn't it really go to

the financial performance of whatever entity you're

| ooki ng at?

MR. FEELEY: It's part of a conpound questi on.
You want to break it up.
BY MR. EI DUKAS:

Q If a limted partnership has different

financial characteristics than a corporation,

woul dn't those differences possibly be reflected in a

financial ratio of

A Possi bl y.

data fromthose entities?

Q And, again, is it possible that your

princi pal compone
different result

excluded fromit?

nt

i f

anal ysis would produce a

the six limted partnershi ps were
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A That's possi bl e.

Q And if both the water conmpanies and the
[imted partnershi ps were excluded, again, you would
have a different possible result?

A But | would be starting to get a small
sanple, so there is a balance there, that's why,
per haps, why those conpanies end up towards the
bottom of the |ist.

If I start elimnating -- | could make
it so only the top ten conpani es are, because those
are the closest in risk to Peoples, that were in ny
sanpl e, but then I run the problem of not having
enough observati ons.

Q s it appropriate to add individuals to the
popul ation of this type of analysis just for the sake
of increasing your sanple size?

A Well, like | said, there is a bal ance
t here.

Q Have you conducted any research into what
the m ni num sanmpl e size popul ation size should be in
order for a principal component analysis to provide
reliable results?

580



10

11

12

13

14

15

16

17

18

19

20

21

22

A | believe in your exhibit here, it provides

a number. You could correct me, if |I'm wrong. I
don't remember where. |'m assum ng, you do.
Q | do.

Actually, before you performed the
analysis in this case, did you will consult either
t hi s manual or another resource to determ ne what a
m ni mum popul ation size needed to be in order for a
princi pal component analysis to provide reliable
results?

A | don't believe | did beforehand.

Did you ask -- I"'msorry. | may have
m sspoken in the |ast question.

Coul d you repeat that question. Coul d
you repeat it please.

Q Sure.

When | use the term "popul ation," do
you understand that to mean the number of
i ndividuals, or in this case conmpanies, from which
you're pulling data to perform the anal ysis?

A The 95 conmpani es?
Q Yes.
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A Okay, vyes.

Q Just so we are speaking the same | anguage,
if | say for your principal component analysis, you
had a popul ation of 95, that's correct, because you
pul | ed data points for 95 different conmpanies,
correct?

A Yes.

Q And the data points, the ratios, the 12
rati os, would it be in principal-comonent |ingo,
would it be fair to call those variabl es?

A Yes.

Q And the point of the Principle Conmponent
Anal ysis would be -- could you tell me in your
under st andi ng what is the point of running of the

Principle Conponent Anal ysis?

A It's idea is to be able to take multiple
data -- "factor"” is not the right word -- vari ables
and distill theminto a smaller number of vari ables

t hat are uncorrelated with each other, so as to make
an assessment of those, in this case ratios, cleaner.
Q Is it fair to say it's because you're

trying to see if there is an underlying and a
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conposite variable that it would explain the variance
bet ween a certain number of those variabl es?

A | think that's fair.

Q If you turn to in that document, which has
been marked for identification NS PGL Exhibit 3, the
step-by-step approach docunent.

A Okay.

Q Coul d you read what's at the top of
Page 13.

A "M nimally adequate cycle size"?

Q Correct. Coul d you just read that first
two sentences.

A "Principal component analysis is

a | arge sanple procedure to obtain
reliable results the m nimal number
of subjects providing useful data
for analysis should be the | arger

of 100 subjects and five times the
number of variables being analyzed."

Q Stop there.

So in your situation, the nunber of
vari abl es being analyzed was 12, correct?
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A No, the number of variables | used were 12.
The subject | used were 95, correct.

Q So five times the number of variables in
t he case of your analysis would be 60, correct, 5
times 127

A Yes.

Q What is the | arger of 60 or 1007

A 100, so the guidelines suggest 100 and

had 95.
Q Ri ght .
And so based on that statenment, your
sanple of 95 did not -- was not |arge enough to what

this document called "obtain reliable results,”
correct?
MR. FEELEY: Objection; | think you're
m scharacterizing the exhibit here.
These are gui delines.
MR. EI DUKAS: Your Honor, that's a
characterization of the exhibit.
| refer M. MNally to testify as to
what the exhibit is.
THE W TNESS: Again, they should be. It's says
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"shoul d be."

Agai n,

this is a general guideline,

pretty close to 95 and well above the 60 and,

know, we can't

compani es in existence,

what we have.

BY MR. EI DUKAS:

Q

control the number of utility

you

so you have to make do with

Coul d you go down to the third paragraph on

t his page and read that into the record.

A

Q

A

The one beginning with "these rules"?

Yes.

"These rules regarding the number

of subjects

per variable, again,

constitute a | ower-bound and sonme

have argued

t hat they should apply

only under two optimal conditions

for principal conponent anal ysis:

"When

expected to

many vari abl es are

| oad on each conmponent,

and when variable comunalities are high.

"Under

even | arger

| ess optimal conditions,

sampl es may be required.™
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Q M. MNally, did you conduct any anal ysis
to determ ne whether or not those two opti mal
conditions applied in the case of the Principal
Conponent Analysis you ran in this proceeding?

A Yes, | believe they both do, and they both

Q So is it your position that many vari abl es
| oad on each conmponent?
A Yes.

Q And that the variable comunalities are

A Yes.
Q Now, going down to the m ddle of this page,
it states -- it says:
"What is a communality?
A comunality refers to the percent
of variables in an observed vari able
that is accounted for by the
retained conponents or factors."”
Do you agree with that definition?
A Yes.
Q Keep that document handy, but go to out put
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for your Principal Component Analysis, which has been
mar ked as Exhi bit No. 5.

A Al'l right.

Q Can you show me where on this docunent that
it shows that you tested for the variable
communal ities being high?

A Thi s docunent doesn't show what | tested,
but it does give you the results.

G ven the standardi zation of the
vari ables, to have a standardi zation of one, the
total variance in the entire analysis totals 12
because there are 12 vari abl es.
And of my four factors, have a

communal ity of 9.47755 over 12, which -- |I'msorry --
t hey kind of account for 79.8 percent of the variance
in the vari abl es.

Q When you're tal king about the conmunality
of that 9.4775, is that on the second page or Page 27
of that document?

A Yes.

Q Looking at the next two |lines down where it
says the 12 abbreviations across the top with numbers
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under neat h, those abbreviations at the top refer to
your 12 vari ables, correct?

A Yes.

Q So the first one refers to the first
variable in your rebuttal testinmny and so on down
the line, correct?

A Yes.

Q So that first variable would be the compn
equity to capitalization ratio, correct?

A Yes.

Q And the nunber below that and for each of
these is the communality for the variable, correct?

A Yes.

Q So am | correct then that your analysis
produced a comunality for the common equity to
capitalization ratio of .356382127

A Yes.

Q And doesn't that mean then that only 35.6
percent of the comon equity to capitalization
variable is explained by your analysis?

A Yes. And that kind of makes sense because

common equity ratios can vary a fair anount.
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As you see, with the other vari abl es,
all variables except that one, revenue stability,
which is the third fromthe right, are well over
80 -- well, 68 percent. The rest are all in the
80's, 90 percent.

So in order to optimze and maxim ze
t he amount of variance expl ained, certain vari abl es
wi Il not be explained as much, and those that have a
more random pattern, of course, they're not as easily
expl ai ned.

Q As you point out, the comobn equity
vari able and the revenue stability variable, you
woul d agree, could not be considered thenmselves
havi ng very high communality in this analysis?

A ' m not sure where that -- how you define
"high comunality,” but | would say certainly
relative to the other ones, they have much | ower
communal ity.

Q Woul d you be willing to accept a
representation that if you were to | ook at the
t ext books and articles that are referred to in the
SAS manual, that they typical use a .70 number as the
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rate given point for a communality being considered
hi gh?

MR. FEELEY: Objection, you want to point to
something. You're testifying.

MR. EI DUKAS: Well, | asked himif he would be
willing to accept it.

JUDGE HI LLI ARD: Do you have a docunment you
want to point himto or something, you're getting
really specific.

MR. EI DUKAS: "1l move on.

BY MR. EI DUKAS:

Q You stated that your analysis explained
78.98 percent of the variation in the sanple,
correct?

A Yes.

Q Can you point to where that is shown on the

docunment .

A That is on page -- what is marked as
Page 26 in the cumul ative colum, the top four,
that's the cunul ative explanatory of the top four
factors.

Q And t he nunbers going down, the 5 through
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12, those are other

anal ysi s

A

Q

produced, correct?

Yes.

factors that the math of your

On what basis did you decide upon only

using the first four princi

A

can | ook

ei genval ue,

pal components or factors?
Well, there are a nunber of criterion you
at -- criteria you can | ook at.
First of all, is -- first is the

factor. And an eigenval ue,

said earl
anal ysi s,

a smal |,

which is the explanatory value of each

t he whol e purpose as |

ler -- one of the main purposes of this

is to reduce a |l arge number of vari abl es

mor e manageabl e number .

I f you start

addi ng vari abl es and

getting less than one to one expl anatory power,

you're really defeating the purpose, so that's one

met hod of

total accumul ative cumul ative expl anatory val ue of,

you know,

per haps,

choosi ng.

Anot her method is to say a m ni mum

perhaps -- | believe this text suggests,

70 percent, | believe.

In this case,

it

expl ai ns al nost

to
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80 percent.

You could also look at it from a
difference -- again, this book, I think refers to as
a SCREE test to check to see if there is a big gap
bet ween t he expl anatory powers.

If | had this additional value or this
next variable, I will only get this nmuch nore
expl anatory value out of it.

And based on that, there is a pretty
big gap between my fourth and fifth.

So based on all three of those, the
suggests that 4 the proper number to keep.

Q So is it your testimny that you performed
all three of those anal yses?
A Yes.

Q At the bottom of that table, there is a

line that says "four factors will be retained by the
end factor criterion."”™ Correct?

A Yes.

Q Isn't it true that means when you told SAS

what to do with the data, you told it, when you ran

it, to only keep four variables before you saw the
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results?

A That is correct.
Don't get nme wrong, | | ooked at
this -- of course, | can't |look at this before it
prints it out, but that's a test of -- | wouldn't say

it's a guess; it's an educated guess based on our
past practices and past know edge of what typically
does falls out fromthese.

But we do plug in the 4 and it spits
out the results. Then we test it, and | ook and say,
are those results reasonable. And based on the three
different criteria, they four did seemthe four
factors to retain.

Q And you refer to a SCREE test, isn't it
true that that involves |ooking at a visual graphing

of the factors?

A It's essentially graphing of the same
expl anatory value where the -- the first value if you
see -- | think in this book again -- you | ook at the

graph, the first value is very high and as you get
farther out, the val ue keeps dropping, so it's the
same concept, you don't need a graph to show you. You
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can see there is a big gap between the explanatory
value -- if there is a big gap or not -- between the
expl anatory values of the various factors.

Q s it your opinion that a SCREE test does
not involve the use of a graph?

A You're essentially doing the same thing
wi t hout the graph.

Q s it your testinony then that to the
extent you performed the SCREE test here, it was done
wi t hout a graph?

A Yes.

Q AND SAS provides the ability to print a
graph out?

A But you don't need it.

Q I n your opinion, you don't need it?

A In my opinion, you don't need it. | think
mat hematically, you don't.

Q So |l ooking at the fifth variable or fifth
ei genval ue on your matrix here on Page 26, it's
correct that it would capture .94, which is close to
t hat ei genval ue equal to the one criteria you st ated,
correct?
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A That reasonably close to that one, yes.

Q And if you |l ook at the proportion colum,

t hat data point alone would -- or that factor alone
woul d explain nearly 8 percent additional, correct?

A Yes, and the next one, 6 percent; and the
next one 2.5 percent. Each additional variable adds
| ess and | ess explanatory val ue.

Q Did you run a version of this analysis
keeping five factors to see how it would change the
out put of the anal ysis?

A Wow, you know, | think I ran it with 3 and
5 and | don't remenmber what the results were.

Q Did you produce the results of those two
anal yses?

A Did I produce thenm?

Q In this case, as part of your testinony or
wor k papers.

A No, | don't think so. | didn't present
t hose anal yses.

Q Can you turn to Page 23 of Cross-Exhibit 3,
the step-by-step guide.

A Okay.
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You see the second full paragraph down.

read what it states. It says:

"There are a number of problens
associ ated with the eigenval ue-1
criterion, however.

"As was suggested in the preceding
paragraph, it can lead to attain to
the wrong number of components under
circumstances that are often encountered
in research.

"Exampl e, when many vari abl es

are analyzed when comunalities are small.

"Al'so, the m ndless application
of this criterion can lead to
attaining a certain number of
components when the actual difference
in the eigenval ue of successive
conponents is only trivial.

"For example, if Conmponent 2
di spl ays an eigenvalue of 1.001 and
Conponent 3 displays an ei genval ue of

0.999, then Conmponent 2 will be retained,
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but Component 3 will not.

bel i evi ng that

"This may m sl ead you into

meani ngl ess when, in fact,

for al nmost

the third component was

it accounted

t he exactly same anmount of

variance as the second conmponent.”

Did you consi der that

deciding to keep out the fifth fact

anal ysi s,

whi ch had an ei genval ue,

relatively close to 17

A

Yes,

as

numer ous factors

di scussed earl

several criteri

concept in
or in your

whi ch was

er, there were

a used.

As you see in regard to the example

t hey give you the input was 1.001 v

is all .002 different:; whereas, thi

factor -

wher eas,

- | should call it "conmpone

No.

5

i's

ersus 0.999, which

s one, my No.

nt" is 1.46;

4

. 094. So there is a significant

difference between those two.

And

like | said, a cunmul ative

expl anatory value of the first four

wi t hout

Q

adding the fifth.

But

i's

it

true then that

is relative high

using the four
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factors of your analysis that there is over 20

percent of the data that is unexpl ained?

A That's correct.

Q In the ComEd case that we had the testimony
mar ked as, | believe it was Cross-Exhibit No. 2, you
can refer to it, if you need to.

But do you recall that in case in the
anal ysis you performed, you kept only three factors?
A What page?
Q Page 3, Line 49.
A | retained three conponents in that
anal ysi s, yes.
Q Why the difference in the number of factors
bet ween that case and this case?
A G ven, as you pointed out earlier, the six
financial operating ratios, which I have been
rem nded now that that was a result of the rate
freeze that was in effect at the tine. That was part
of that explanation there, too.
At any rate, but given that there is
only six ratios -- six financial operating ratios,
t hey ended up loading differently on the various
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components. And as you pointed out in the one text,
if they don't load, if you're getting |loading |like
one-to-one variable, that may suggest that you're
splitting out a variable that really shouldn't be
split out. You're creating an extra factor to get a
tab to claimone variable, where that probably has --
probably if it was rerun with only three vari abl es,
it would load into the conmbined -- into another
factor. And like | said, you should be having
mul tiple ratios |oading on to each component.

Q Turning to Page 28 of your Output -- your
anal ysi s.

JUDGE HI LLI ARD: Which docunent?

MR. EI DUKAS: " m sorry. It's Cross-Exhibit 5,
PCA out put anal ysis.

THE W TNESS: Okay.
BY MR EI DUKAS:

Q At the top it says, "The Factor Procedure
Rot ati on Met hod Vari max."

Can you pl ease explain what this is.

A The purpose of -- it's the second -- this

page represents the second pass through the -- in the
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princi ple component analysis when it creates this
rotative factor pattern, and the criteria used for
this second pass is to maxim ze the | oading of the
vari abl es on each factor, and Varimax is the method
that's used.

Q What does "orthogonal " mean?

A Ort hogonal has to do with right angles.

You commented earlier how a matrix
you're multiplying to create new matrix, this
basically is when it says "rotative factor pattern,”
that's how the matrix is rotated in order to maxim ze
with this Varimax function, the method to maxim ze
the | oading of certain variables on the -- of each
vari able on the components.

Q s it true that "orthogonal" refers to the
transformati on keeping the components i ndependent of
each ot her?

A Yes, it's references -- "orthogonal”
literally means right angles. But it has to do with
the correlation keeping the factors uncorrel ated.

Q Aren't there methods known as oblique

which tries to correlate the factors together?
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A | believe that's true.

Q Why did you choose to use a orthogonal
rotation as opposed to an oblique rotation?

A Wel |, according to this, "it's possible to
performa Principal Conponent Analysis if it results
in correlated components, such a solution is called
an oblique solution.”

| did not want correlated factors.

Q You refer to factor | oadings, can you
expl ain what that means.

A It's the correlation of each ratio to the
factor.

So if you | ook at Page 28 of
Exhi bit 5, factor one | oads heavily with cash flow to
capitalization, cash flow to debt, funds fl ow,
i nterest coverage, for exanple.

Q Turning to Cross-Exhibit 3, which is the
SAS publication, please ook at -- the section that
actually starts on Page 28, but the portion | want to
ask you about is on Page 29.

Do you agree that this section is
setting out a suggested approach to determ ne the
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| oadings for the factors after you've perfornmed the
rotation?

A Are you referring to the ABC?

Q Yes.
A The paragraph or the sentence before it
begins -- the |l ast sentence of the paragraph

precedi ng that:
"The followi ng text provides
a structured approach for interpreting
this factor pattern.”

Q So is it true then the Step A that they

suggest to take in determning a factor pattern is to

read across the row for the first variable and
determ ne all meaningful |oadings, which is defined
here i s meani ngful |oadings rather than .407?
A Yes.
Q Two sentences down, it states:
"If a given variable has a
meani ngful | oading" -- which they defined
as .40 or greater -- "on nmore than one
component, scratch that vari abl e out

and ignore it in your interpretation.”
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Do you agree with that statement?

A Do | agree that it states that?

Q First of all, do you agree it states that?
A Yes.

Q Il n your opinion, is that a proper approach

to take to determ ning factor | oadings of a Principal
Conmponent Anal ysi s?

A That is certainly one guideline.

Q | f you use that guideline in your Principa
Conponent Analysis on Page 28, isn't it true that you
woul d -- strike that.

Would it lead to elimnating or
scratching out any of your vari abl es?

| will direct your attention, for the
sake of time, for the avail able the NCFEXP vari abl e.

A Yes, | see that. That does | oad just over
44, but it also |oads on 80 on Factor 2.

Q So if this approach were applied as
suggested in the SAS publication, you would scratch
t hat variable out, which is the acronym for Net Cash
FIl ow to Capital Expenditures, correct?

A As this book referred earlier to the factor
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function criterion, follow ng of that rule, yes.

Q If we were to follow that suggested
approach in this case, in the case of this Principa
Conponent Analysis, would you agree with me that you
| ook for |oadings of at |east at .40, you scratch out
any variables that have two factors with | oadings or
greater than .40, that you end up with two factors
t hat have only two vari ables | oaded on thenf?

A Let nme check. | believe that's correct.

Q | will direct your attention to Factors 2
and 3, but you're free to ook at all of themif you
desire to confirmthat.

A Factor 3 -- give me a m nute.

Factor 2 | oads on three vari ables and
only two on Factor 3.

Q And with respect to Factor 2, if you were
to follow their advice to "scratch out" the variable
t hat | oads at greater than .40 on two different
factors, you would only be left with two vari abl es
| oadi ng on Factor 2, correct?

A |'"'m sorry. Can you --

Q My statement was: If you followed the
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procedure suggested by the SAS publication of
scratching out any variable from your analysis that

| oads at greater than .40 on nore than one factor,
such that the NCFEXP variable was scratched out from
the analysis, isn't it true then that Factor 2 would
only have two variables that |oaded on it at .40 or
greater?

A | can't say that for sure, because if
reran it without the crash flow expenditures vari abl e
we woul dn't have change.

Q Does the SAS publication suggest that once
you scratch out the variable that | oads at .40 on two
different factors or nore that you rerun the anal ysis
wi t hout that factor -- without that variable before
continuing on --

A "' m not certain.

Q Okay. Isn't it true the SAS publication
further goes on to state that you should have at
| east three variables |oading on each factor in order
for your Principal Component Analysis results to be
consi dered satisfactory?

MR. FEELEY: Are you referencing something?
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MR. EI DUKAS: | "' m asking if he knows that.

THE W TNESS: | " m not certain. But | will say
this: A lot of this is witten in terms of -- in
fact, this particular book is witten in terms of,
agai n, behavioral sciences, and the exanples they use
are a | ot of questionnaires for psychol ogy studies
where you can add a | ot of vari ables.

In which case, the nore variables you
have, the nore variables that we |oad on each factor.
BY MR. EI DUKAS:

Q ' m sorry. | thought you said earlier that
you said you needed financial ratios to perform a
Princi pal Conponent Anal ysis?

A | --

Q Earlier you said that's why you needed
rati os, you said you needed ratios because that's
what you needed as an input to performa Principal
Component Anal ysis, but now are you changing that and
saying that you could have different type of data
poi nts other than financial ratios that go into a
Princi pal Conponent Anal ysis?

A A principal component analysis can be
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performed on other -- in other areas.

| mean, for my purposes -- okay, for
my purposes, yes, | amusing financial ratios because
| ' m doing a financial analysis.

But they can be used in other -- this
statistical technique and tool can be used in other
pursuits.

Q Then | have to ask the question again is,

why ratios and not the raw data?

A Because the ratios is what goes into the
program
Q But couldn't you have put the raw data into

t he progrant
A No. No, because -- |I'mpretty sure -- well,
|'"m sure | could, because like | said earlier, the
raw data doesn't tell you -- isn't explanatory in
terms of telling you the relative risks of conpani es.
How do | explain this?
Q Let nme ask another question.
MR. FEELEY: |'m sorry. Let himfinish.
Okay. Go ahead.
THE W TNESS: When you - -
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BY MR. EI DUKAS:

Q So it's your opinion that in order for the
analysis to be meani ngful that the inputs need to be
-- financial inputs need to be in a ratio formrather
than the raw data itself? |In other words, you know,
entering -- if you undid the ratios, as you said,
there is nore than sometimes two nunbers in the
numer at or/ denom nat or for your 12 factors, so if you
just used those individual inputs, isn't it true that
you could have had 24 or nore vari ables that would
adj ust the data?

A Yes, but | don't believe they would be very
expl anatory.

Q Have you ever tried to run a Principa
Component Analysis on that type of data?

A Not on the raw data, no, not directly.

Q Goi ng back to the | oading question, 'l
finish that up, that we were tal king about --

JUDGE HI LLI ARD: How much more of this do you
have?

MR. EI DUKAS: |"mclose to being done, your
Honor .
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BY MR. EI DUKAS:

Q

Woul d you turn to Page 12 again of the

step-by-step anal ysis.

JUDGE HI LLI ARD: I's that Exhibit 3.

MR. EIl DUKAS: Yes, your Honors.

BY MR. EI DUKAS:

Q

items per

There is a bol ded subheading called "Number

conponent." And | want to direct your

attention to the second paragraph of that section.

And | wi

Il read a sentence of that to you and ask if

you agree with its concl usion. It states:

A

earlier,

"It is highly desirable to have

at |l east three and preferably nore

vari abl es | oading on each retained

conponent when the Principal Component

Anal ysis is conplete.”

Do you agree with that statement?

This gets back to what | was saying

this

is often used for behavioral sciences

where people are writing questionnaires, nore of

study.

When they can continue to wite --

a
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they can write more questions and the nmore questions
they wite, the nore they can zoomin on what it is
they're trying to figure out.
But by adding the nore financial
rati os, they can -- you're not really gaining nmuch
expl anatory, much insight.
Q Is there anything in this docunment that
i ndicates that its suggested guidelines or procedures
apply only when you're applying Principal Component
Anal ysis to a non-financial situation?
A No, but |ike the next sentence in that
par agraph reads:
"I't's generally good practice
to wite at |least five items."
Li ke | said, getting back to I'm
writing a questionnaire, and I'mtrying to get at
peopl es' feelings about their -- in the book, | think

t hey gave the exanple of feelings towards their job,

and they're trying to -- what is the word they use?
"Construct". They're trying to measure that
construct.

And you can write 100 questions, if
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you want, but there is only so many financi al
vari ables that would really tell you the story.
|f you just keep adding vari abl es,
you're not really explaining anything nore.
Q Is it possible then the Principle Component
Anal ysis is not an appropriate tool to use in this
type of situation where you only have so | arge a

popul ati on and so many potential vari abl es?

A | don't believe that to be true.
JUDGE HI LLI ARD: " m sorry?
THE W TNESS: | don't believe that to be true.

BY MR. EI DUKAS:

Q And that's, you don't believe that to be
true despite what is the guidelines being stated and
suggested by the programmers of SAS thensel ves?

A Yes. It says "highly desirable.™

| agree in a perfect world, you can
have more things |oading, but in reality, in this
situation, it's doesn't tell you much nore.

Q Well, it does say it's nmore than desirable,
doesn't it? Look at the |l ast sentence on this page.
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A It says "highly desirable.™

Q Doesn't it state:

"The recomendati on of three
items per scale should therefore be viewed
as a rock-bottom | ower-bound, appropriate
only if practical concerns, such as total
guestionnaire | ength prevents you from
including nmore items"?

A Yes, and in this case the total
gquestionnaire length is my 12 vari ables, and adding
more variables will not give you much more, will not
be much more informative.

Q But isn't it true then that what they're
stating in this book, which is that if that is the
case, given the situation you're faced, and you end
up having factors less than three, isn't it true that
this SAS publication is stating that the results of
your analysis will not be considered satisfactory?

A | don't believe it anywhere suggests that
you have to have more than 12 vari abl es.

Q Well, doesn't it state here you need to
have at | east three items | oading on each factor?
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A It says it's highly desirable.

Q Doesn't it say it's a rock-bottom
| ower - bound? The | ast sentence of that page.

A "Appropriate only if practical concerns
prevent you fromincluding nmore items."”

Q I n other words, the m ninmum of three is
only appropriate when you can't have nore, but you
need at | east three, isn't that what that means?

A | suppose that's one interpretation.

MR. EI DUKAS: | have no further questions, your
Honor .

JUDGE HI LLI ARD: Redirect?

(Whereupon, there was a change
of reporters.)

JUDGE HI LLI ARD: s there any redirect?

MR. FEELEY: Yes.

DI RECT EXAM NATI ON
BY
MR. FEELEY:

Q M. MNally, you were asked a nunber of
guestions regarding your work papers. And in
particular, if | could direct your attention to
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Page 28 of what's been marked for identification as
NS- PGL Cross Exhibit No. 5.
Do you have that in front of you?

A Page 287

Q Yes.

A Yes.

Q On that Page 28 it shows four factors;
correct?

A Yes.

Q And if you can identify risk by using two
vari abl es, do you need a third vari able?

A Okay. Okay. If I can identify the -- if
can identify the risk being nmeasured in each -- each
component, each factor, adding nore vari abl es
woul dn't hel p.

The purpose of -- of |oading these
variables is to determ ne what each factor is
representing. And | ook at the difference between --

with the precision of accounting data versus soci al

science questionnaires. An, again, this is -- a |ot
of this book is directed at -- at social sciences.
And when they're trying to interpret, well, how do
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you feel about this? How do you feel about that?

How do you feel about that? And then they're trying

to measure your opinion of a certain -- a certain
construct as they use -- is a termthey use in the
book.

It's much more difficult to define
what it is you're trying to measure with these
subj ective questionnaires that in somebody's opinion

may change from day to day. \Whereas, again, with the

accounting -- the precision accounting data we can
know -- we can | ook at a factor and say, This factor
provides us -- tells us its financial risk and this

one tells us he its construction risk. This one
tells its capital intensity. And adding other factor
| can go out and create another variable that's --
for instance, the stability ratio. It would still --
it would just go to |loading onto factor four and just
add anot her stability ratio onto factor four. And
woul dn't -- |like |I was saying earlier, would not add
any val ue.

MR. FEELEY: That's all | have.
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BY MR. FEELEY:

Q Were you done?

THE W TNESS: | think I said this, but the
purpose -- well, yes, | did. | already said it. So
never m nd.

MR. FEELEY: That's all | have.

JUDGE HI LLI ARD: That's all your redirect?

MR. FEELEY: Yes.

JUDGE HI LLI ARD: Yes, got a recross?

RECROSS- EXAM NATI ON
BY
MR. EIl DUKAS:

Q Can | just clarify one -- clarify did you
testify -- what you just testified, was that stated
t hat you could define the risk fromthis analysis in
a single factor?

A | would have a pretty good idea what it was
measuri ng. But, again, ideally I would have a couple
things to kind of point to it better. But it would
still -- cash flow to capitalization would likely be
a financial risk factor.

Q ' m sorry. | tal ked about a factor.
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Isn't that -- what you just referred
to a vari abl e?
A Oh, I'"m sorry. | m sspoke.
Yes, a vari able.

Q So my question was -- | wanted to clarify
what | thought | heard you testify, and | just -- |
want to make sure | didn't m shear it.

Was that -- was your -- |'Il ask it
this way: WAs your previous question on redirect

tal ki ng about adding factors or adding variabl es?

A Addi ng vari ables, | believe.
MR. EI DUKAS: | have no further questions.
But I would at this time |ike to nmove

into evidence NS-PGL Cross Exhibits 1, 2, 3, 4 and 5.
MR. FEELEY: Can we go through those one by
one?
JUDGE HI LLI ARD: | didn't hear what you sai d.
MR. FEELEY: Pardon?
JUDGE HI LLI ARD: | didn't hear what you sai d.
MR. FEELEY: |'d said, could we go through
t hose one at a time?
JUDGE HI LLI ARD: One at a tine. Okay.
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Do you have objections to Exhibit 17

MR. FEELEY: We have no objection to NS-PGL

Cross Exhibit No. 1.
2, it'"s my understanding is

M. MNally's testinony from ComEd rate case. We'd
ask that that cross exhibit be limted to where he
di scusses the principal conponent analysis, that it
not be his entire testimony from that docket.

JUDGE HI LLI ARD: Do you recall what pages you
asked hi m about ?

MR. EIl DUKAS: | woul d be --

JUDGE HI LLI ARD: Page 2 and 3?

MR. EI DUKAS: Yeah, Page 2, Line 32 through
Page -- | would say Page 4, Line 70.

JUDGE HI LLI ARD: s that all right?

MR. FEELEY: Just 1 second.

THE W TNESS: Can you repeat that, please.

MR. EI DUKAS: | stated -- your Honor, | said
Page 2, Line 32, the heading, Sanple Selection, and
t hen through page -- the end of that section, which
is -- ends at Page 4, Line 70.

And nmy position would be that entire
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section is related to the sanple selection analysis
for which it appears M. MNally ran a principal
conponent anal ysis.

MR. FEELEY: Yeah, with that limtation -- now,
wi Il counsel be providing just those pages and then
anything referenced in the brief is [imted to those
lines; correct?

JUDGE HI LLI ARD: Can you do a -- maybe you can
do an electronic version with a cover page and then
t hose |lines?

MR. EI DUKAS: Yes, | could extract or delete
pages from the PDF.

JUDGE HI LLI ARD: Get that done before we close

t he proceeding.

MR. EI DUKAS: "1l -- just to clarify, if |
refer to those pages of this -- right -- strike that.
Yes, | understand. "1l do that.

JUDGE HI LLI ARD: Exhi bit 37

MR. FEELEY: No. 3 we have no objection to
No. 3.

JUDGE HI LLI ARD: Exhi bit 47

MR. FEELEY: No. 4 we object to. M. MNally
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had never seen this document before.

JUDGE HI LLI ARD: Okay.

MR. FEELEY: There's no foundati on.

JUDGE HI LLI ARD: What's your response?

MR. EI DUKAS: We'l| |eave this document in as
mar ked for identification. Il will withdrew noving it
into evidence.

JUDGE HI LLI ARD: It's withdrawn.

How about No. 57?

MR. FEELEY: No. 5 we would just like themto
i nclude Page 25, and then no objection with the
inclusion of that page. lt's somet hing that |
think --

JUDGE HI LLI ARD: Well, 25 is isn't in the
copy --

MR. FEELEY: | know. | f counsel provides --

MR. EI DUKAS: | can submt -- your Honors, ['l]
submt copies with that page included. | would |ike
t hat as well.

JUDGE HI LLI ARD: So you don't object to the
rest of the pages, you just want it to include
Page 257
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MR. FEELEY: Yes.

JUDGE HI LLI ARD: Okay. You don't have any
problemwi th that?

MR. EI DUKAS: "1l stipulate to that, your
Honor .

JUDGE HI LLI ARD: So you'll -- we're going to
admt 1; 2, the lines that have been agreed to,

Page 2 to 4; we're going to admt 3; and we're going
to admt 5 with the addition of Page 25 of the same
docunment .
(Wher eupon, NS-PGL Cross
Exhibits 1, 2, 3, 5 were
admtted into evidence.)

JUDGE HI LLI ARD: Al'l right?

MR. FEELEY: Yep.

JUDGE HI LLI ARD: And you should either do this
el ectronically or provide paper copies, three of them
tomorrow for the court reporter.

MR. EIl DUKAS: "1l do both, your Honor.

JUDGE HI LLI ARD: For Exhibit 2 and Exhibit 5.

MR. EI DUKAS: Yes, your Honor.

JUDGE HI LLI ARD: Do you have something el se you
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want to say?

MR. JACKSON: Just one housekeeping detail for
tomorrow, Ms. Hoffman Malueg, CUB has waived -- or AG
has wai ved, City has 15 m nutes but has consented to
t aki ng her by phone. And we're wondering if your
Honors would allow her to be crossed by phone?

JUDGE KI MBREL: This is Friday?

MR. JACKSON: | believe it was tomorrow.

MS. LUSSON: No, she's on Friday.

MR. JACKSON: " m sorry. Friday.

JUDGE HI LLI ARD: We can't -- we don't have a
hookup? This is to tel ephone-tel ephone?

MR. JACKSON: That's my understandi ng.

JUDGE HI LLI ARD: Well, | don't think I have a
probl em

Do you?

JUDGE KI MBREL: No. No.

MR. JACKSON: Okay. Thank you

JUDGE HI LLI ARD: Okay. We're done for today.

W'll resume tomorrow at 10: 00.
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(Wher eupon, the above-entitled

matter was continued to

Sept ember 1st,

10: 00 a. m)

2011,

at
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